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MEDICARE PREMIUM SUPPORT PROPOSALS 


FRIDAY, APRIL 27, 2012 

U.S. House of Representatives, 

Committee on Ways and Means, 

Subcommittee on Health, 

Washington, DC. 

The Subcommittee met, pursuant to notice, at 9:00 a.m., in Room 
1100, Longworth House Office Building, Hon. Wally Herger [Chair- 
man of the Subcommittee] presiding. 

[The advisory announcing the hearing follows:] 


( 1 ) 
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ADVISORY 

FROM THE COMMITTEE ON WAYS AND MEANS 

SUBCOMMITTEE ON HEALTH 

FOR IMMEDIATE RE T, EA SE CONTACT: (202) 225-1721 

Eriday, April 27, 2012 

HI^IO 

Chairman Merger Announces a Hearing on 
Medicare Premium Support Proposals 


House Ways and Means Health Subcommittee Chairman Wally Herger (R-CA) 
today announced that the Subcommittee on Health will hold a hearing to examine 
proposals to reform Medicare through a premium support model. The hearing will 
take place on Friday, April 27, 2012, in Room 1100 of the Longworth House 
Office Building, heginning at 9:00 a.m. 

In view of the limited time available to hear from witnesses, oral testimony at 
this hearing will be from invited witnesses only. However, any individual or organi- 
zation not scheduled for an oral appearance may submit a written statement for 
consideration by the Committee and for inclusion in the printed record of the hear- 
ing. A list of witnesses will follow. 

BACKGROUND : 

The Medicare program was enacted on June 30, 1965, when President Lyndon 
Johnson signed into law the Social Security Amendments Act (P.L. 89-97). At the 
time of its creation. Medicare’s Fee For Service (FFS) design was modeled after the 
Blue Cross Blue Shield plans that were prevalent throughout the Nation. However, 
despite repeated and significant advances in private insurance over the last 45 
years. Medicare’s FFS delivery design has largely remained unchanged. 

Medicare’s FFS delivery system and its antiquated and siloed benefit design has 
also led to inefficiencies and financial challenges throughout Medicare’s history. On 
numerous occasions. Congress has been forced to act to slow the growth of Medicare 
in order to extend the program’s solvency. As a result, today’s Medicare program 
is unsustainable. According to the 2011 Medicare trustees report, Medicare’s Hos- 
pital Insurance Trust Fund is expected to go bankrupt by 2024, 5 years earlier than 
the trustees projected in 2010. 

In announcing the hearing. Chairman Herger stated, “The American public 
recognizes that today’s Medicare program faces significant financial chal- 
lenges. Unless Congress acts, the Medicare program that seniors and peo- 
ple with disabilities rely on will go bankrupt in just a few short years. In 
order to protect the Medicare program for future beneficiaries. Congress 
must look beyond simply slashing Medicare provider reimbursements, 
which will eventually result in beneficiaries losing access to care. The pre- 
mium support model holds promise to place Medicare on sound financial 
footing while transforming and modernizing the program to provide great- 
er choice for beneficiaries. Such proposals have enjoyed bipartisan support 
for decades, and it is time to move beyond partisan arguments and focus 
on the bipartisan solutions that will strengthen and improve Medicare for 
future generations of Americans.” 

FOCUS OF THE HEARING : 

The hearing will review the bipartisan support for implementing a premium sup- 
port system in order to modernize the Medicare benefit while also improving the 
program’s long-term financial solvency. 
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DETATT.S FOR SUBMISSION OF WRITTEN COMMENTS: 

Please Note: Any person(s) and/or organization(s) wishing to submit for the hear- 
ing record must follow the appropriate link on the hearing page of the Committee 
website and complete the informational forms. From the Committee homepage, 
http:llwaysandmeans.house.gov, select “Hearings.” Select the hearing for which you 
would like to submit, and click on the link entitled, “Cliek here to provide a submis- 
sion for the record.” Once you have followed the online instructions, submit all re- 
quested information. ATTACH your submission as a Word document, in compliance 
with the formatting requirements listed below, by the close of business on Fri- 
day, May 11, 2012. Finally, please note that due to the change in House mail pol- 
icy, the U.S. Capitol Police will refuse sealed-package deliveries to all House Office 
Buildings. For questions, or if you encounter technical problems, please call (202) 
225-1721 or (202) 225-3625. 

FORMATTING REQUIREMENTS: 


The Committee relies on electronic submissions for printing the official hearing record. As al- 
ways, submissions will be included in the record according to the discretion of the Committee. 
The Committee will not alter the content of your submission, but we reserve the right to format 
it according to our guidelines. Any submission provided to the Committee by a witness, any sup- 
plementary materials submitted for the printed record, and any written comments in response 
to a request for written comments must conform to the guidelines listed below. Any submission 
or supplementary item not in compliance with these sidelines will not be printed, but will be 
maintained in the Committee files for review and use by the Committee. 

1. All submissions and supplementary materials must be provided in Word format and MUST 
NOT exceed a total of 10 pages, including attachments. Witnesses and submitters are advised 
that the Committee relies on electronic submissions for printing the official hearing record. 

2. Copies of whole documents submitted as exhibit material will not be accepted for printing. 
Instead, exhibit material should be referenced and quoted or paraphrased. All exhibit material 
not meeting these specifications will be maintained in the Committee files for review and use 
by the Committee. 

3. All submissions must include a list of all clients, persons and/or organizations on whose 
behalf the witness appears. A supplemental sheet must accompany each submission listing the 
name, company, address, telephone, and fax numbers of each witness. 

The Committee seeks to make its facilities accessible to persons with disabilities. 
If you are in need of special accommodations, please call 202-225-1721 or 202-226- 
3411 TDD/TTY in advance of the event (four business days notice is requested). 
Questions with regard to special accommodation needs in general (including avail- 
ability of Committee materials in alternative formats) may be directed to the Com- 
mittee as noted above. 

Note: All Committee advisories and news releases are available on the World 
Wide Web at http:llwww.waysandmeans.house.gov. 


Chairman MERGER. The Subcommittee will come to order. 

We are meeting today to examine proposals to reform Medicare 
through premium support and the bipartisan support for such pro- 
posals. 

Eirst, I think it should be abundantly clear that despite what 
some on the other side might say, Republicans support the Medi- 
care program. The program serves as a critical function in our soci- 
ety, ensuring that American seniors and people with disabilities 
have health care coverage. 

Unfortunately, the program faces significant financial challenges 
and is slated to go bankrupt in 2024. We cannot keep tweaking 
here and tweaking there, hoping to kick the can down the road for 
a year or two. As the Medicare trustees again stated in their an- 
nual report, Congress must act sooner rather than later to reform 
the program to ensure its viability. 
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The Medicare program is in dire need of reform and improve- 
ment so that it meets the health care needs of its beneficiaries in 
the 21st century. 

The traditional Medicare benefit was created in 1965 and it real- 
ly hasn’t been reformed since, despite the fact that the delivery of 
health care and the private insurance market have changed dra- 
matically. 

The Medicare fee-for-service benefit design, with its array of con- 
fusing coinsurance and deductible levels and its siloed delivery sys- 
tem, has not kept pace with the rest of health care. Can you imag- 
ine buying your hospital insurance from one insurance company, 
your doctor’s office insurance from another insurance company, 
your prescription drug insurance from yet another company and 
catastrophic spending protections from a fourth company? That is 
exactly what the majority of Medicare beneficiaries do today. This 
outdated design breeds confusion, waste, and even fraud. 

Medicare’s antiquated design also inhibits care coordination, 
incentivizes overuse, and has led to financial challenges throughout 
Medicare’s history. 

So what is to be done? Simply hoping to make the Medicare pro- 
gram solvent by cutting payments to providers is unrealistic. The 
Chief Medicare Actuary has warned that the cuts already enacted 
as part of the Democratic health law would drive Medicare pay- 
ments below Medicaid levels, which could result in “severe prob- 
lems with beneficiary access to care.” Further drastic provider cuts 
may make Medicare appear solvent on paper, but it would do so 
at the expense of the millions of seniors and people with disabil- 
ities who depend on the program. 

Instead, we should examine reforms that will protect and im- 
prove the Medicare program, and premium support is one way to 
do that. Since the term “premium support” was coined by Henry 
Aaron, one of our witnesses here today, and Robert Reischauer, 
both Democrats, it has received bipartisan support. 

Moving to a premium support model was advanced by the Na- 
tional Bipartisan Commission on the Future of Medicare, which 
was cochaired by Democratic Senator Breaux, another witness here 
today. Writing in support of the proposal. Senator Breaux and 
former Ways and Means Chairman Bill Thomas stated that they 
believe Medicare “can be more secure only by focusing the govern- 
ment’s powers on ensuring comprehensive coverage at an afford- 
able price rather than continuing the inefficiency, inequity, and in- 
adequacy of the current Medicare program.” 

Premium support was also a key component of the recommenda- 
tions from the Bipartisan Policy Center cochaired by Senator Pete 
Domenici and former CBO Director and Clinton Administration 
0MB Director Alice Rivlin, who is also testifying today. 

It is in this vein that the 2013 House budget includes a premium 
support proposal. We have drawn upon the ideas that our wit- 
nesses have proposed over the past 2 decades and put forward a 
plan to protect Medicare for future generations. 

There certainly will be differing opinions about how a premium 
support proposal should work. That is a healthy discussion. How- 
ever, simply hiding our head in the sand is not. 
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House Republicans have made it abundantly clear that we will 
not simply watch Medicare become insolvent. My friends on the 
other side may not like our proposal to protect the Medicare pro- 
gram but where is yours? Relying on $14 billion in savings from 
so-called “delivery reforms” in the health care law is not going to 
save the program. They are already built into the Medicare trust- 
ees’ estimates that predict Medicare’s demise in just over 10 years. 

There is some time before Medicare faces the dire shortfalls that 
would jeopardize access to care. However, we would be wise to heed 
the charge given to us by the Medicare trustees and begin to work 
together now to place the Medicare program on solid financial 
ground. It is my hope that today’s hearing would be the beginning 
of this effort. 

Before I recognize Ranking Member Stark for the purposes of an 
opening statement, I ask unanimous consent that all Members 
written statements be included in the record. Without objection, so 
ordered. 

I now recognize Ranking Member Stark for 5 minutes for the 
purpose of his opening statement. 

Mr. STARK. I would like to thank Chairman Herger for holding 
this meeting. I think it is the first hearing that Republicans have 
held in the Ways and Means Committee to advance their plan to 
end the Medicare as we know it. Basically Republicans want to 
take away Medicare’s guaranteed benefits and replace it with a 
voucher and put the insurance companies back in charge. I don’t 
like their plan. I appreciate their honesty in flying their flag to dis- 
mantle Medicare high and proud. 

This year they modified their plan by saying that traditional 
Medicare would remain an option. That promise isn’t worth very 
much. Traditional Medicare might be theoretically available, but 
would be out of reach of many because the voucher would not be 
guaranteed to cover costs. 

Traditional Medicare would undoubtedly attract sicker patients 
and quickly enter into a death spiral. 

My Republican colleagues don’t like the sound of voucher to de- 
scribe their plan so they have made up a new term called premium 
support. They also dislike being the sole owners of this plan, so 
they are holding this hearing today. They want to share the blame 
and are trying to overshadow the fact that every single Democrat 
in the House of Representatives voted against their budget, which 
includes their Medicare voucher proposal. I can count on maybe 
one hand the Democrats who support vouchers or similar pro- 
posals. 

Dr. Aaron actually has the dubious honor of having coined the 
phrase “premium support,” but his written testimony today makes 
clear he is no proponent of the Ryan plan. The only Democrat I 
have heard say nice things about premium support is Ron Wyden, 
and he quickly disavowed the Ryan budget and said I didn’t write 
it and can’t imagine a scenario where I would vote for it. 

I am going to go on record again making clear the strong opposi- 
tion that Democrats have to the House Republican proposal. By 
any name it would be devastating to Medicare beneficiaries, raising 
their costs, negating the gains made from Medicare that ensure 
that all our seniors have quality affordable health care. Instead 
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they would return us to a time when private health insurers would 
control what care seniors get and what price they are forced to pay. 

The CBO has said it would lead to an increase in overall national 
health spending as seniors and people with disabilities are moved 
into less efficient, more costly private plans. It simply takes us in 
the wrong direction. 

Now, I have to agree with my chairman that there are reforms 
that we can and should continue to make to Medicare. I am proud 
of the provisions we included in the health reform bill that are al- 
ready moving forward, payment and delivery system reforms. They 
are reducing overpayments to private health insurers and their 
plans to cost taxpayers tens of billions of dollars each year, adding 
years of solvency to the trust fund through our recent legislation. 
We did this while preserving and even improving Medicare bene- 
fits, proving that you don’t have to kill the patient to save it. 

With that, I look forward to hearing from our witnesses today. 
Thank you, Mr. Chairman. 

Chairman MERGER. Thank you. Today we are joined by four 
witnesses, former Senator John Breaux, who chaired the 1999 Na- 
tional Bipartisan Commission on the Future of Medicare; Alice 
Rivlin, a Senior Fellow at the Brookings Institution and Cochair of 
the Bipartisan Policy Center’s task force on debt reduction; Joe 
Antes, the Wilson H. Taylor scholar at American Enterprise Insti- 
tute; and Henry Aaron, a Senior Fellow at the Brookings Institu- 
tion. You will each have 5 minutes to present your oral testimony. 
Your entire written statement will be made a part of the record. 

Senator Breaux, you are now recognized for 5 minutes. 

STATEMENT OF HON. JOHN B. BREAUX, SENIOR COUNSEL, 
PATTON BOGGS, LLP 

Mr. BREAUX. Thank you very much, Mr. Merger, for inviting 
me. Ranking Member Pete Stark, he and I have b^een involved in 
this for many, many, many years. Thank you all for inviting me. 
Jim McDermott, who served with me in a great capacity when we 
had the National Bipartisan Commission on Medicare Reform, and 
many of you who I have had the privilege of working with in dif- 
ferent capacities. Thank all of you for inviting me to talk about one 
of the most important issues and at the same time one of the most 
divisive issues that either party is going to have to face, and that 
is what do we do with Medicare reform? 

Let me say I had the privilege of serving in this body for 14 years 
in the House and 18 in the Senate, or the other body as we like 
to have called them over here in the House. So I think I fully un- 
derstand the difficulties that each Member from each party has in 
addressing the very difficult issue of how we continue to provide 
quality health care for our Nation’s seniors. 

I have observed over the years that some Democrats, not all, but 
some have taken the position that in health care the government 
should do everything and the private sector should do nothing. On 
the other side there are some Republicans, not all, but some who 
take and argue the opposite position that the government should 
do nothing when it comes to health care and that the private sector 
should do everything. 
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My opinion is that in order to ever reach an agreement between 
the two parties, Congress is going to have to combine the best of 
what government can do with the best of what the private sector 
can do and put the two together. I would submit to this panel that 
that is exactly what we did in creating Medicare Part D. The best 
of what government can do in that legislation is, one, help pay for 
the program which the government can do through the taxation 
system. Second, government can help set up the mechanics and 
structure of the program with standards that the government 
would put into place. And third, government can make sure that 
private sector and companies do not scam the system and can actu- 
ally deliver the product. Government does those things fairly well. 

On the other hand, the private sector needs to be involved. The 
private sector can create competition among competing plans. The 
government doesn’t create competition, private sector can do that. 
Second, private sector can bring invasion and new products to the 
market. Government doesn’t do that very well. And third, the pri- 
vate sector can deliver beneficiaries’ choices to allow them to select 
the best plan for themselves and their families. 

Now our current Medicare program, as all of you know, was 
signed into law by President Lyndon Johnson back in 1965. And 
the model chosen to deliver those health benefits 47 years ago was 
the fee-for-service model, providers do the service and the govern- 
ment pays the fees. To control the cost the government fixes the 
price for everything from bed pans to brain surgery. Providers now 
get around the cost gaps by simply doing more services, and the 
program has remained much the same as it has for 47 years. 

A former colleague of mine in the U.S. Senate was Harris 
Wofford, a great guy from Pennsylvania. He was a truly committed 
liberal who served with great distinction in the Kennedy Adminis- 
tration as well as in the Senate. He argued very strongly that 
American citizens should have access to the same quality health 
care that his or her Member of Congress has. He argued that if it 
was good enough for Members of Congress it should be good 
enough for all Americans. Now, what each of you have and your 
staffs and millions of other Federal employees, and myself included 
as a retired Federal employee, is a health plan that does combine 
the best of what government can do with the best of what the pri- 
vate sector can do. The Federal Employees Health Benefits Plan, 
enacted in 1959, required that the Federal Government write the 
regulations that set up the program and then pays up to 75 percent 
of the cost of the health benefits. The beneficiary then pays the rest 
based on a formula set by law. Over 350 private health plans are 
offered under the program and 14 or so are fee-for-service and the 
remainder are what is called premium support plans. Premium 
support plans have the government paying the 75 percent, and the 
government approves a group of private plans that employees can 
choose from that are required by our government to deliver the 
services. And all of this is implemented by the Office of Personnel 
Management. 

When I chaired the National Bipartisan Commission on the Fu- 
ture of Medicare back in 1998 and 1999 we examined several op- 
tions on how to improve Medicare. No one. Republican or Demo- 
crat, on that Commission wanted to end the Federal Medicare and 
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a strong majority, 10 of the 17, supported a new delivery system 
based on market based premium support system, where for most 
seniors the premium support would be set at about 88 percent of 
the standard plan. Unfortunately, the statute created at our Com- 
mission did not require a majority to report, but a supermajority, 
so our Commission’s plan was never formally submitted to the 
President nor to Congress. However, what happened next was that 
then Republican leader Bill Frist and I developed complete statu- 
tory language, not an outline, not just a print, not just talking 
points, but complete statutory legislation and introduced S. 1895, 
which incorporated the fundamental principles of the Medicare 
Commission proposal. 

The core recommendation of our bill was not to end Medicare but 
to rather restructure Medicare, using what each of you have today, 
the FEHB program, as a model. 

Under our bill beneficiaries would be subsidized by the Federal 
Government for participating in any competing private or govern- 
ment plan offered under Medicare, including the existing fee-for- 
service program. The contribution amount by the Federal Govern- 
ment would be based — this is important — on the national average 
of the premiums for a standard benefit package, weighted by plan 
enrollment and adjusted for risk and for geography, not some arbi- 
trary growth rate like GDP. That standard benefit package would 
be all services guaranteed under the existing Medicare statute, as 
part of the legislation. Breaux-Frist set the overall Medicare con- 
tribution at 88 percent of the national average cost of that stand- 
ard benefit package. And under our plan the amount of Medicare’s 
contribution would be guaranteed. Also, importantly, under our 
plan, for rural areas many of you represent, where competition is 
less likely, beneficiaries would be protected from paying premiums 
that are higher than the current Part B premium. 

And finally we established the Medicare Board, and this would 
oversee competition among private and government sponsored fee- 
for-service plans and would be the equivalent of the Office of Per- 
sonnel Management, which today manages the FEHB program. It 
would exercise its authority by regulation and negotiate with the 
plans. Overall the Commission estimated the proposal would re- 
duce the Medicare growth rate by 12 percent. 

One might ask the question, why tamper with Medicare at all? 
Why change the system that has worked well for 47 years? Well, 
I used to drive a 1965 Chevy II. I really loved that car. But I would 
hate to be driving it today, 47 years later, and keeping up with the 
maintenance of that car and I think none of you would want to do 
the same thing. Perhaps a better answer, however, to that question 
of why tinker with it now is a statement made by Rick Foster, 
Chief Actuary for the Medicare and Medicaid services, just this 
past week. 

Mr. Foster said in the 2012 Trustees’ Report on Medicare, “With- 
out unprecedented changes in health care delivery systems and 
payment mechanisms, the prices paid by Medicare for health serv- 
ices are very likely to fall increasingly short of the cost of providing 
these services.” 

Some good news out there now is that in addition to the impor- 
tant changes made in the Affordable Health Care Act, ObamaCare 
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made to those under 65 in the private insurance market through 
exchanges and other things, it also included promising reforms, 
moving away from traditional fee-for-service Medicare but still 
under the fee-for-service program. Things like value-based pur- 
chasing and bundle payment systems, where CMS will try to re- 
align incentives and reimburse doctors and hospitals for the quality 
of the care they provide and not just the quantity. 

Under the Affordable Care Act, CMS has already started testing 
new and innovative payment and delivery programs through the 
CMMI, the Center For Medicare and Medicaid Innovation. The goal 
of all these payment reforms and demonstration projects is to im- 
prove patient outcomes while lowering the cost. 

In the event that we move to a premium support model where 
there is more price competition between fee-for-service and the pri- 
vate plans, the whole system is going to be better off if these prom- 
ising fee-for-service Medicare reforms 

Chairman MERGER. Senator, if you could summarize. 

Mr. BREAUX. I am summarizing, last paragraph. I used to stay 
that all the time, but they would never stop. 

The great challenge today I would just suggest to both my Demo- 
cratic colleagues and my Republican friends and colleagues, former 
colleagues, is how do both political parties bridge the gap between 
the different political philosophies and produce health care reform 
for America’s seniors? 

In 1965, a bipartisan Congress said that fee-for-service was the 
best delivery system back then. Let me suggest that in 2012 the 
best delivery system was still what is contained in the Breaux-Erist 
proposal. 

If I can be of any help to any of you, please call on me, and thank 
you very much for your attention. 

[The prepared statement of Mr. Breaux follows:] 
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***TEST1M(1NY IS EAffiARGOHD UNTIL 9:00 AM FRIDAY, 

APRIL 27, 2012*“"* 

Statement of The Honorable John Breaux 
Subcommittee on Health, Committee on \Va)’s and Means 
L’S House of Representatives 
April 27, 2012 


Chairman Herger, Ranking Member Stark and members of the Committee, 
thank you for inviting me to testify on what is both one of the most 
important and at the same time divisive issues of our time — Medicare. 

1 .et me say that I had the privilege of serving in Congress for 32 years, 1 4 
in the House and 18 in the Senate. I fully understand the difficulties each 
Member has in addressing what needs to be done in providing healthcare 
HJ t)ur natitjn’s seniors. 1 have (observed over the years some Democrats, 
not all, have taken the position that in healthcare, the government should 
do everything and the private sector should do nothing. (In the other side, 
there are some Republicans, not all, who argue the opposite — government 
should do nothing and the private sector should do it all. 

My opinion is that in order to ever reach an agreement; Congress must 
combine the best of what government can do with the best of what the 
private sector can. 

1 would submit this is exaedy what w'c did in creadng Medicare Part D. 

The best of what the gt jvernment can provide is: 

1 . Help pay for the program. 

2. Set up the mechanics and structure of the program with standards 

3. Make sure the companies do not scam the system and can actual!)' 
deliver the product. 



The private sector can: 

1 . Clreatc competition which low'crs prices 

2. Bring innovation and new products to the market 

3. Deliver beneficiaries choices to allow selection of the best plan for 
them. 

t)ur current Medicare program was signed into law by President J-yndon 
lohnson in 1965. The model chosen to deliver those health benefits 47 
years ago was the “fee for service” model. Providers do the service and the 
government pays die fees. To control costs, the government fixes the price 
for everything from bedpans to brain surgert . Providers now get around 
the cost caps by doing more sert ices and the program has remained much 
the same for 47 years. 

A former ctilieague of mine in the United States Senate was Harris VColford 
from Pennsylvania. Senator Wolford was a tiuly committed liberal w4io 
served with great distinction in the Kennedv Administration, as well as the 
Senate. He argued strongly that even- .\merican citizen should have access 
to the same tjualin- healthcare that his or her Member of Congi’ess receives. 
He argued that if it was good enough for Congressmen, it should be good 
enough for all .\mericans. 

What each of you, vour staffs and millions of other federal employees have 
(and 1 have as a retired federal employee), is a health plan that combines 
the best of what government can provide with the best of what the private 
sector can offer. 

The Federal FmpUiyees Health Benefits Program (FEHB) enacted in 1959 
required that the federal government write the regulations that set up the 
prtigram and then pays up to 75% of the cost of the health benefits. The 
beneficiary then pays the rest based on a formula set by law. Over 350 
private health plans arc offered under the program - 1 4 are fee for service 
and the remainder are what is called premium support. Premium support 
pnjgrams have the government paying 75% of die premiums and approve 
a select group of private plans that employees can choose from that are 
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required by our government to deliver ser\'ices. All of this is implemented 
and enforced by the Federal Office t)f Personnel Management (OPM). 

When I chaired the national Bipartisan Commission on the Future of 
Medicare in 1998 and 1999, we examined several options on how to 
improve Medicare. No one, republican or democrat, wanted to end federal 
Medicare and a strong majoripf (10 of die 17) supported a new delivery 
system based on a market based premium support system where for most 
senitirs, premium support would be set at about 88% of the standard plan. 
Unfortunately, the statute creating our Commission did not require a 
majority to report, but a super majority, so our Commission plan was never 
ffirmally submitted to the President or Ciongress. However, what 
happened next was then Republican Leader Bill Frist and 1 developed 
complete statutory legislation and introduced S. 1895 which incorporated 
the fundamental principles of the Medicare Commission proposal. 

The core recommendation of our bill was not to end Medicare, but rather 
to restructure Medicare using what each of you have today, the FFHB 
Program as a model. Under our bill, beneficiaries would be subsidized by 
the federal government for participarion in any compering private or 
got'crnment plans offered under Medicare, including the existing Medicare 
fee for sert'ice program. 

The contribution amount by the federal government would be based on 
the national average, weighted by plan enrollment and adjusted for risk and 
geography, of the premiums for a standard benefit package. Updates 
would be based on actual health care costs at that time — NOT some 
arbitrary growth rate like GDP. That standard benefit package w'ould be 
“all seiwices guaranteed under the existing Medicare statute.” 

Breaux-F’rist set the overall Medicare contribution at 88% of the national 
average cost of the standard benefit package. Under our plan, the amount 
of Medicare’s contribution would be guaranteed. .Mso, importantly, under 
our plan, in rural areas where competition is less likely, beneficiaries would 
be protected from patting premiums that are higher than the current Part B 
premiums. 


3 
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I'inally, we established a Medicare Board. This board would oversee 
competition among private and government sponsored fee for ser\ncc 
plans and would be the equivalent to the Office of Personnel Management 
which today manages the TF.HB Program. It would exercise its authority 
by regulation and negotiate with the plans. Overall, the (Commission 
estimated its proposal would reduce the Medicare growth rate by \2"/a. 

Some good news is that in addititjn to the imptirtant changes the 
.Affordable (Care Act (ACCA) made to those under 65 in the private 
insurance market (through exchanges, etc), it also included promising 
reforms moving away from traditional I'P'S Medicare, but still under a fee 
for service program. Things like value-based purchasing and bundled 
payment systems where (CMS will try to realign incentives and reimburse 
doctors and hospitals for the quality of care they provide rather than the 
quantitt'. Under the -VCCA, (CMS has already started testing new and 
innovative pavment and delivery programs through the (Center for 
Medicare and Medicaid Innovation (CMMJ). The gtral of all of these 
payment reforms and demonstration projects in the A(CA is to improve 
patient tiutcomes while lowering costs. In the event that we move to a 
premium support model where there is more price competition betu'een 
FI'S and private plans, the whole system would be better off if these 
promising FP'S Medicare refomis in AC\ work. 


The great challenge today is how do both political parties bridge the gap 
between different philosophies and produce healthcare reform for 
America’s seniors. In 1965, a bipartisan (Congress said fee for service was 
the best delivciT system, let me suggest that in 2012, the best delivery 
system is contained in the Breaux-Frist proposal. 

Thank you for v'our attendon. 


4 
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Chairman MERGER. Thank you, Senator. Ms. Rivlin, you are 
recognized for 5 minutes. 

STATEMENT OF HON. ALICE M. RIVLIN, PH.D., SENIOR 
FELLOW, ECONOMIC STUDIES, BROOKINGS INSTITUTION 

Ms. RIVLIN. Thank you, Chairman Merger and Ranking Member 
Stark. I am delighted to have the opportunity to testify on reform- 
ing Medicare through a premium support model. Medicare is a 
hugely successful program that has dramatically increased the 
availability of health care to seniors, increased the length and qual- 
ity of life of older Americans, and greatly reduced their fear of 
being unable to afford care when they need it. We need to preserve 
Medicare’s guarantee of affordable health care for older and dis- 
abled people and make sure the program is sustainable as the 
number of beneficiaries explode and upward pressure on health 
care costs continues. 

Medicare reform is not just about Medicare. Medicare plays a 
crucial role in two of the most daunting challenges facing American 
policymakers, the relentless increase and the proportion of the total 
spending that Americans collectively devote to health care and the 
unsustainable projected increase in publicly held Federal debt. 
Medicare reform represents an opportunity to turn this large pub- 
licly funded program into the leader in increasing efficiency of 
health care delivery for all Americans. 

I believe that a well crafted, bipartisan bill that introduces a pre- 
mium support model while preserving traditional Medicare can 
help achieve these goals. I will focus my remarks on the plan that 
former Senator Pete Domenici and I devised at the Bipartisan Pol- 
icy Center, but it is very similar to the plan offered by Chairman 
Paul Ryan and Senator Ron Wyden. 

Our proposal would preserve traditional Medicare as the default 
option for all seniors permanently. It would also offer seniors the 
opportunity to choose among comprehensive private health plans 
offered on a regulated exchange. These plans would be required to 
cover benefits with at least the same actuarial value as traditional 
Medicare and would have to accept all applicants and would re- 
ceive a risk adjusted annual payment based on the age and health 
status of their beneficiaries. 

The regional exchanges would collect and manage the prices and 
terms of competing plans within a designated region. And those 
plans would include traditional fee-for-service Medicare as well as 
qualified private plans. The government’s contribution would be set 
by the second lowest plan in the region, subject to their having suf- 
ficient capacity. 

With more accessible information about cost and patient out- 
comes, cost conscious consumer choice will lead the providers to 
emphasize preventive measures, managed care coordination of peo- 
ple with multiple chronic diseases and adopt more cost effective ap- 
proaches to the delivery of care. 

Mowever, we don’t know in advance what consumer driven com- 
petition will do. So we have introduced as a fail-safe, which we 
doubt will be necessary, a cap on per enrollee government premium 
contribution over time at the rate of growth per capita GDP plus 
1 percent. 
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There are lots of questions about how well this would work. One 
is can’t Medicare beneficiaries already choose among private plans 
under Medicare Advantage? They can and a quarter of them do, 
but Medicare Advantage wasn’t properly structured to give full 
competition among plans. And our plan we think would structure 
the competition so that it actually lowered the rate of growth of 
cost. 

And people question whether there is evidence that competition 
leads to lower cost and better quality. Actually despite its perverse 
features Medicare Advantage provides considerable evidence that 
competition works. The impression that it is more expensive de- 
rives from the fact that Medicare often pays plans more than the 
cost of fee-for-service. But under our plan that would not be pos- 
sible and the competition we think would hold plans down. 

Finally, would older and sicker seniors end up in traditional 
Medicare and raise its costs? This fear is based on the assumption 
that risk adjustment can’t work and rules against cherry picking 
will not be enforced. But in fact we believe that these rules can 
work, that they are working better in Medicare Advantage than 
they used to and will work still better under a new system. 

We believe that health care policy is far too important to be driv- 
en by a single party’s ideology. No matter how the 2012 election 
turns out the President and congressional leadership should strive 
to find common ground on how to cover the uninsured, how to re- 
form Medicare and Medicaid while stabilizing the debt. We believe 
that our plan contributes to that end. 

Thank you very much for giving me the opportunity. 

[The prepared statement of Ms. Rivlin follows:] 
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Chairman Herger and Ranking Member Stark: 

I am delighted to have the opportunity to testify on rcfomiing Medicare through a 
premium support model. Medicare is a hugely successful paigram that has dramatically 
increased the availability of healtli care to seniors, increased the length and quality of life 
ofoldcr Americans, and greatly reduced their fear of being unable to afford care when 
they need it. We need to preserve Medicare’s guarantee of affordable health care for 
older and disabled people and make sure that the program is sustainable as the number of 
beneficiaries explodes and upward pressure on health care costs continues. 

Medicare reform is not just about Medicare. Medicare plays a crucial role in two of the 
most daunting challenges facing American policy makers: the relentless increase in the 
proportion of total spending that Americans collectively devote to health care (now about 
1 8 percent of our gross domestic product (GDP) and rising); and the unsustainable 
projected increase in publicly held federal debt (now about 70 percent of GDP and 
rising). Medicare refonn presents the opportunity to turn this large publicly-funded 
program into the leader in increasing the efficiency of health care delivery for all 
Americans - whether receiving care through public or private plans - improving the 
quality of health care services, slowing the growth of total health care spending at the 


I am indebted to the staff of the Bipartisan Policy Center (BPC) and members of the BPC 's Task 
Force on Debt Reduction for assistance with this Testimony. The views presented are my own 
and should not be attributed to any of the institutions with which I am affiliated. 
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national level, and (by slowing the projected growth of Medicare spending) reducing the 
growth of future debt. 

I believe that a well-crafted bipartisan bill that introduces a premium support model while 
preserving traditional Medicare can help achieve these goals. Since there are several 
versions of premium support, I will focus my remarks on the proposal of the Bipartisan 
Policy Center’s Task Force on Debt Reduction, which I co-chaircd with former Senator 
Pete Domenici (see attachment). This plan is very similar to the bipartisan proposal 
presented by Chairman Paul Ryan and Senator Ron Wyden in December, 2011. 

Features of the Domeniei-Rivlin Proposal 

Our proposal would presei've traditional Medicare as the delault option for all seniors 
permanently. It also would offer seniors the opportunity to choose among comprehensive 
private health plans offered on a regulated exchange. These plans would be required to 
cover benefits with at least the same actuarial value as traditional Medicare (including a 
specified package of services), w'ould have to accept all applicants (absolutely no cherry 
picking allowed), and would receive risk-adjusted annual payments based on the age and 
health status of their beneficiaries. The regional exchanges would collect and manage the 
prices and tenns of competing plans within a designated region (a metropolitan area or a 
rural area) that would include traditional fee-for-service (FFS) Medicare as well as 
qualified private plans. The government's contribution would be set by the second- 
lowest-priced plan in the region (subject to the two lowest-priced plans having sufficient 
capacity). Beneficiaries who chose the lowest-priced plan would get money back and 
those who chose more expensive plans would have to pay die difference. 

With more accessible information about costs and patient outcomes, cost-conscious 
consumer choice will enhance competition among plans (including FFS Medicare) and 
will load providers to emphasize preventive measures, manage care coordination of 
patients with multiple chronic diseases, and adopt more cost-elfective approaches to 
delivery of care. We are confident tliat this process will reduce the rate of growth of 
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Medicare spending, just as similar market competition works to improve quality and 
reduce cost for virtually eveiy other good or service in our economy and others around 
the world. 

However, we do not know in advance what consumer-driven competition will do in the 
next ten years to improve quality and reduce cost for any good or service - automobiles, 
computers, haircuts, or (under our proposal) health care. If you asked the Congrc.ssinnal 
Budget Office (CBO) to “score” the effect of market competition on the prices the 
government must pay over the next ten years to buy computers or automobiles. CBO 
would tell you that they could not do so. CBO's response to scoring the effects of 
competition on health care would be precisely the same, for precisely the same reason. 
Therefore, as a fail-safe, our proposal would cap the per enrollee government premium 
contribution overtime at the rate of growth of the per capita GDP plus one percent. 
Although we consider this eventuality unlikely, should the plans' pricing process result in 
a higher rate of growth, the additional cost would be reflected in an income-tested 
premium, with full protection for low-income seniors against higher contributions. 
Congress could, of course, over-ride this premium increase, and decide to reduce 
provider payments or increase the government contribution instead. 

Some questions about the Domenici-Rivlin approach 

Can 't Medicare benejlcianes already choose among private plans under Part C or 
Medicare Advantage (MAI? They can and about a quarter of them do. However, MA 
proved more expensive to the trust funds than FFS Medicare because it was not 
structured to provide incentives for comf)etitive cost reduction and quality improvement. 
Our plan would subsume MA and provide transparent competition on regional 
exchanges, where beneficiaries could realize benefits of choosing more cost-effective 
plans. The government would no longer have to pay extra to private plans when FFS 
Medicare provided lower-cost coverage (as is often true imder MA) and would not pay 
more to provide FFS Medicare when private plans offer the care for less (as it currently 
does under MA). 
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We believe that the elTectiveness of eompetition in driving down costs and improving 
outcomes would be enhanced by the transparency of competing on an exchange and the 
structure of the bidding process in our proposal. Benellciaries would pay more attention, 
especially in areas where they could save money, because ITS Medicare premiums 
exceeded the second lowest bid. Plans would also have more incentive to seek efficiency 
when the bidding mechanism resulted in lower payments from the government than under 
the present MA system of administratively pegging payments to the cost of FFS 
Medicare. 

/.V there evUlence that comfteiition leadi to Im er cost am! better quality'? Actually, 
despite its perverse features. MA provides considerable evidence that competition works. 
The impression that MA plans are more costly on average derives from the fact that 
Medicare often pays more to the plans than the cost of FFS Medicare and that many of 
them offer supplementary benefits. But recent MF.DPAC analysis shows that private 
plans offer the Medicare entitlement package itself for the same cost as FFS Medicare 
and FlMO’s in MA cost less than FFS. Competition works best in more densely 
populated urban areas, but that is where most of the Medicare population lives. In fact. 88 
percent of Medicare beneficiaries live in areas in which a bidding process like the one we 
propose would produce a second-lowest bid below the current cost of FFS Medicare. In 
rural areas where FFS Medicare might remain the only available plan, our proposal 
would avoid any dislocation for those residents, because it would retain traditional 
Medicare as a permanent option. Furthennore, although existing systems that follow our 
general model aie too small to have the same leverage over the entire healthcare market 
as would Medicare, evidence thus far is promising. Systems organi7.cd along these lines 
include the state employee systems for California and Wisconsin, and some employers 
including Stanford University. The Netherlands has adopted a similar national system, 
and experience thus far is favorable. 

Won 7 older and sicker seniors end up in traditional Medicare and raise its cost? This 
fear is based on the assumption that risk adjustment can't work, and that rules against 
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cheiTV picking will not be enforced, so that private insurers will find ways to shun the 
elderly with the most-expensive conditions. In fact, however, risk-adjustment techniques 
improved substantially as relevant data and experience accumulated in MA and other 
programs, and can be expected to improve more. Moreover, some health plans are 
developing effective techniques for managing chronic diseases, such as diabetes, and are 
now' actively trying to attract patients with these risks. Finally, the Federal Employees 
Health Benefits Plan demonstrates that an intelligently managed enrollment process can 
give consumers free access to all plans, without plan underwriting or selection. 

Won V to miiiceze cosix in Medicare just shift them to the private sector? Under 
the current system, with Medicare savings achieved largely through simple reductions in 
reimbursement rates, cost shifting has been a major concern. I lowever, our proposal is 
driven differently. If competition works to produce more cost-effective delivery. 
Medicare can be a leader here. Plans and providers that have incentives to serve their 
Medicare patients more cost-effectively will do the same for their other clients. 

Why not see how the Patient Protection and Affordable Care Act tPPACA) works before 
changing Medicare further? I support the PPACA and assume most of its provisions will 
be implemented - even if the Supreme Court makes it necessary to replace the mandate 
with other ways of encouraging more people to buy health insurance. The Center for 
Medicare and Medicaid Innovation, the Patient-Centered Outcomes Research Institute, 
and Accountable Care Organizations - all features of the PPACA - can help to assemble 
solid evidence about cost-effective approaches to delivering health care. If the 
Independent Payment Advisory Hoard (IPAB) functions as intended, it will design 
regulations that encourage more cost-effective delivery of care in traditional Medicare. 
However, it remains to be seen how well these new institutions will perform. We think it 
only prudent to strengthen competition as an additional tool. Under our proposal, 
competing health plans all over the country would have strong incentives, not only to 
implement innovative ideas coming out of tlie federally-supported institutions created by 
the PPACA, but to seek every possible way to provide higher-quality care at a lower cost 
in tiieir own local area. The PPACA attempts to reward Medicare providers that meet the 
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conditions set in regulations. Enhancing competitive incentives to achieve savings and 
improve outcomes could prove the more elTective approach. Our proposal is to try both. 

How docs the Ryan-Wyden proposal differ from Donicnici-Rivlin? 

The bipartisan reform of Medicare proposed by Budget Committee Chainnan Paul Ryan 
and Senator Ron Wydcn is very similar to our proposal - and significantly differcnl from 
Chairman Ryan’s earlier proposal Incorporated in the House Budget Resolution passed in 
2011. Unlike the earlier Ryan proposal. Ryan-Wyden preserves traditional FFS Medicare 
permanently, proposes a bidding process on Medicare exchanges, sets the government 
contribution at the second-lowest bid, and has a failsafe provision that caps increases in 
tlie contribution at GDP plus one percent - all features of Domenici-Rivlin. Two 
differences are worth noting here. Ryan-Wyden would phase in more slowly starling in 
2022 and would only apply to new beneficiaries, while we would start in 201 8 or even 
sooner. Ryan-Wyden also is more flexible about what would happen if the cap were 
breached, suggesting that Congress might choose among various kinds of reductions in 
provider payments in addition to the means-tested premium increase in our proposal. 

Why is a bipartisan approach necessary? 

We believe that health care policy is far too important to be driven by a single parly’s 
ideology. Programs that alTccl people's lives so intimately must How from a broad 
bipartisan consensus. The public's health insurance coverage should not bounce around 
unpredictably with each parly transition in an election. No matter how the 2012 election 
turns out, the president and congressional leadership should strive to find common 
ground both on how to cover the uninsured and how to reform Medicaid and Medicare 
while stabili/.ing the debt. Furthermore, the American people and the financial markets 
will have the most confidence in our success, and in the outlook for policy stability, if a 
Medicare solution rests on broad principles that both parties can accept. 
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Moreover, the two parlies' competing ideologies can both contribute to improving liealth 
care outcomes and reducing the growth of costs. Republicans tend to rely on market 
competition and consumer choice to produce results in the public interest; while 
Democrats lend to rely on regulation. Republicans tend to distrust government; while 
Democrats lend to distrust profit-seeking in the private sector. But none of us is certain 
what will work best to reduce the growth of health costs, while improving health 
outcomes. The premium support model embodied in Domcnici-Rivlin and Ryan-Wydcn 
seeks to combine the tools of market competition and cost-effective regulation in hopes 
of ma.ximizing the chances of improving health care for seniors at a sustainable cost. 

Thank you very much for this opportunity to testify. 
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Chairman MERGER. Thank you very much. Mr. Antes, you are 
recognized for 5 minutes. 

STATEMENT OF HON. JOSEPH R. ANTOS, PH.D., WILSON H. 

TAYLOR SCHOLAR IN HEALTH CARE AND RETIREMENT 

POLICY, AMERICAN ENTERPRISE INSTITUTE 

Mr. ANTOS. Thank you very much, Chairman Merger and Rank- 
ing Member Stark. 

Medicare is a vitally important program but it is living on bor- 
rowed time. Medicare’s Part A trust fund will be depleted in 2024, 
as you said, and the program faces $27 trillion in unfunded liabil- 
ities over the next 75 years. With retirement of 76 million Baby 
Boomers over the next 2 decade the program will consume an ever 
increasing share of the Eederal budget unless policies are adopted 
to bend the Medicare’s cost curve. Reform based on a principle pre- 
mium support can responsibly slow the growth of Medicare spend- 
ing and help set this country on a sustainable fiscal path. Such a 
reform relies on market competition among health plans to achieve 
high quality coverage at low cost. That is essential if we are to pro- 
tect the Medicare program for future beneficiaries. 

I will address four points about the design of a premium support 
reform. 

Eirst, should traditional Medicare be offered as a competing plan 
option under premium support? I think that is the most reasonable 
course. Perhaps as many as 57 million beneficiaries will be enrolled 
in traditional Medicare 10 years from now which is when most pro- 
posals will start competition under premium support. Traditional 
Medicare will not disappear when premium support begins, even if 
we do not allow any new enrollment. Moreover, traditional Medi- 
care is likely to retain a stronghold in rural areas and other mar- 
kets that are dominated by a few providers. Eor that reason we 
must find ways to reduce unnecessary spending in traditional 
Medicare in the near term as well as after premium support is in 
place. 

Premium support does not need to exclude traditional Medicare. 
Premium support lets consumers decide for themselves which plan 
provides the best value and gives them a clear financial stake in 
that decision. 

Second, will premium support shift huge new costs to Medicare 
beneficiaries? Let’s be clear, the Affordable Care Act already shifts 
costs to beneficiaries. The law imposes unprecedented cuts in pro- 
vider pay rates to generate $850 billion in Medicare savings over 
the next decade. According to the Medicare actuary, these payment 
reductions mean that 15 percent of hospitals and other party pro- 
viders would lose money on their Medicare patients by 2019. That 
figure rises to 25 percent in 2030. Large across the board cuts in 
provider payments without changing incentives threaten access to 
care, and that is a real cost to patients that is not reflected in high- 
er premiums. 

In contract premium support changes the incentives that have 
driven up Medicare spending. Plans that hope to increase their 
profit margin need to seek more efficient ways to deliver necessary 
care rather than adding another test or procedure. There is plenty 
of room to improve efficiency in health care, and plans that ignore 
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opportunities to cut costs will lose market share and see their bot- 
tom line shrink. 

There is also the market test in premium support. If private 
plans fail to offer a good product at a good price, beneficiaries will 
move to traditional Medicare which remains an option. This is an 
important safety valve that ensures seniors will be protected. 

Third, what index should be used to limit the growth of Medicare 
subsidy? An index that ties Medicare spending growth to the econ- 
omy, provides some budget discipline and helps with the CBO 
score, but let’s not fool ourselves into thinking that the spending 
target is what produces the reductions in the cost of care. Effi- 
ciency and innovation in health care, in health care delivery deter- 
mine whether Medicare savings can be sustained in the long term. 

Finally, what other reforms are needed? We obviously needed 
modernized Medicare, we need to make the program fairer, we 
need to reduce unnecessary spending. That means we need better 
information, clearer financial incentives and a reformed subsidy 
structure that reinforces rather than undercuts efforts to slow 
spending. 

In my written statement I list a number of reforms. There are 
many that need to be done. Certainly reforming the confusing 
structure of traditional Medicare’s cost sharing to make it more 
clear to people what they are paying would be a good first step in 
giving people good information about their health plans so that 
they can make good choices is absolutely vital. 

So in conclusion, there is broad agreement that we need to bend 
the Medicare cost curve. The argument is only over how to do it. 
Premium support is not an academic theory, it has been effective 
in lowering cost and enhancing value in the Federal Employees 
Health Benefits Program for the past 5 decades and in CalPERS 
since the nineties. A well design premium support program can 
take full advantage of market competition to drive out unnecessary 
spending and increase Medicare’s value to beneficiaries. It is about 
time we tried it, and I think we can find bipartisan agreement 
about moving forward. 

Thank you. 

[The prepared statement of Mr. Antos follows:] 



25 


***TESTlMONY IS EMBARGOED UNTIL 9:00 AM FRIDAY, 
APRIL 27, 2012*** 



American Enterprise Institute 
for Public Policy Research 


Statemcnr ro the House Committee on Ways ami Means, 
Subcommittee on Health 


Premium Support Proposals for Medicare Reform 


Joseph R. Antes, Ph.D. 

Wilson H. Taylor Scholar in Health Care anJ Retirement Policy 
American Enterprise Institute 

April 27. 2012 


Tile vieu's e.rj?ressecl in this testimony are those of the author alone and do not necessarily 
represent those of the American Enterprise Institute. 



26 


Mr. Chairman. Mr. Ranking Member, thank you for the opportunity to testify today 
before the House Committee on Ways and Means, Subeommittee on Health. 

Medicare reform based on the principle of premium support can responsibly slow the 
growth of program spending and help set this country on a sustainable fiscal path. Such a refonn 
relies on market competition among health plans to achieve high-quality coverage at the lowest 
cost. 1 hat is essential if we arc to protect the Medicare program for future beneficiaries. 

The annual report of the Medicare trustees issued earlier this week reminds us once again 
that Medicate is living on borrowed time. Even if the substantial reductions in payments to 
health care providers included in the Affordable Care Aet (ACA) are fully implemented and 
Congress allows the 32 percent reduction in physician payments required under current law to go 
through in January, Medicare spending will continue to grow at unsustainable rates. Medicare's 
Part A trust fund will be depleted in 2024. and the program faces $27 trillion in unfunded 
liabilities over the next 75 years. With the retirement of 76 million Baby Boomers over the next 
two decades, the program will consume an ever increasing share of the federal budget unless 
policies are adopted to bend Medicare's cost curve. 

Traditional Medicare's uncapped entitlement and fee-for-service payment stnicture Is a 
major cause of the rapid rise of program spending. Fee-for-service payment promotes the use ol 
more, and more expensive, services in a fragmented and uncoordinated delivery .system. That 
results in higher cost and poorer patient outcomes. 

Premium support changes that incentive by giving consumers a subsidy to purchase 
iitsurancc from a wide selection of competing health plans offering a core set of benefits. In each 
market area, the plans would submit bids to provide the basic benefits to a bencficiaty w ith 
average health risk. The subsidy would be based on the low bid. which under many proposals is 
defined as the second-lowest bid offered in that market. To ensure aftbrdability. subsidies would 
be higher for beneficiaries w ith lower mcomes or higher health risks. 

Beneficiaries could enroll in more expensive plans, but any extra premium svould be paid 
solely by the bencficiaty without additional subsidy. That gives an incentive to consumers to 
select lower-cost plans, and it gives an incentive to the plans to negotiate lower prices with 
providers and improve the delivery of care. Instead of increasing the volume of services to 
increase payment, health plans would have a strong interest in providing necessary services in a 
cost-effective manner. Under premium support, more efficient healtli care delivery is rewarded, 
not penalized. 

A number of bipartisan Medicare reforms that incorporate premium support in their 
design have been advanced over the past 15 years— including the Breaux-Thomas proposal 
developed for the National Bipartisan Commission on the Future of Medicare, the Domcnici- 
Rivlin proposal developed for the Bipartisan Policy Center's Debt Reduction Task Force and 
recent propo.sals by Rep. Paul Ryan (R-Wis.) and Sen. Ron Wyden (D-Ore).' Each of those 
proposals addresses long-standing problems that threaten to undermine Medicare and jeopardize 
the country's fi,scal future. 


I 
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My testimony addresses four key issues in designing a Medicare reform based on 
premium support. First, the role of traditional Medicare. Tliere are political and practical 
reasons to retain traditional Medicare as a competing plan option under premium support. 
Properly structured, premium support would not favor any specific plan over another. 

Second, cost shifting to beneficiaries. Concents have been raised that premium support 
would impose dramatically higher costs on Medicare beneficiaries. That ignores the cost shifting 
that is already in place under the ACA. which requires large across-the-board cuts in provider 
pay ment that threaten access to care — a real cost to patients that is not reflected in higlier 
premiums. It also ignores the clear incentives that health plans would have to keep costs low, and 
it takes no account of tlie availability of traditional Medicare as a safety valve for beneficiaries 
should private plans fail to perform. 

T hird, indc.xing the growth of Medicare's subsidy. Most proposals include an index to 
limit future Medicare spending, w hich produces "scoreable" budget savings. The choice of an 
index is important, but efficiency and innovation in health care delivery detennine whether 
Medicare savings can be sustained in the long term. 

Fourth, additional reforms. Premium support by itself w ill not save Medicare. More 
immediate refomis arc needed to modernize traditional Medicare and produce additional cost 
savings as we transition to full premium support. Our fiscal crisis is too urgent and Medicare’s 
problems are too complex to delay action. 

Traditional Medicare as an Option 

Should traditional Medicare be retained as a plan option under premium support, or 
should it be phased out? Last year's House budget resolution included a premium support 
proposal that closed new enrollment in traditional Medicare beginning in 2022.' Individuals 
turning 65 from that year on would have a choice of private plans, but traditional Medicare 
would not be available. 

Responding to concerns, the House budget resolution passed this year includes traditional 
Medicare as a plan option under premium support for all henellciaries, including those who 
become newly eligible for Medicare. Although there are problems with cither approach, 
retaining traditional Medicare as an option is the most reasonable course. 

Some conservatives criticize this change as backsliding. They correctly see the 
traditional Medicare program in its current form as inefficient and anticompetitive. But 
pretending that the program will disappear in 10 years makes it unlikely that Congress would 
make important but difllcult decisions needed to set traditional Medicare on a fiscally sustainable 
path. 


The reality is that traditional fce-for-service Medicare could have some 57 million 
enrollees in 2023, when premium support would begin under the proposal,^ Even without the 
eurreni automatic assignment of newly-eligibic beneficiaries to traditional Medicare, that 
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program could remain a dominant force in the health sector for decades ifseniors continue to 
enroll. Prudent reforms, di.scussed below, are needed to make traditional Medicare less wasteful 
in the near term as well as after premium support is in place. 

Traditional Medicare is likely to retain a strong hold in rural locales and other markets 
that are dominated by a small number of providers. In such cases, health plans may have little 
bargaining power to negotiate lower prices with providers. However, private plans may be able 
to rein in their operating costs through care coordination and other efficiencies that are outside 
the reach of traditional fce-tbr-service Medicare. In other markets w here there is less 
concentration and more competition among providers, private plans are likely to have a 
competitive advantage over traditional Medicare. They should be belter able to contract 
selectively in such markets, allowing them to olTer lower-cost options to seniors. 

The objective of premium support should not be to drive out traditional Medicare. 

Instead, premium support should be designed to allow consumers to decide for themselves which 
plan provides the best value, and give them a clear financial stake in that decision. 

Cost Shifting and the Market Test 

Will premium support based on ftill competition among private plans and traditional 
Medicare w ork? Some critics argue lltal premium support simply shifts the cost of care to 
seniors without improving the efficiency of health care delivery. Ibal would be true only if there 
were no room to improve health care elTiciency or if plans ignored opportunities to cut costs, 
increase market share, and improve their bottom lines. 

Under a premium-stippotl system, an additional test or procedure would not generate 
additional reimbursement from the government. Most Medicare beneficiaries live on fixed 
incomes and arc not in a position to pay substantially more. That reality will force health plans 
and providers to coordinate patient care and find other elficiencies rather than perpetuating the 
current fragmented system. In a well-organized market, beneficiaries will he attracted to health 
plans that provide the most effective care at the lowest price. 

The alleniative otTered by the ACA is not appealing. The law imposes unprecedented 
cuts in provider payment rales to generate $850 billion in Medicare savings over the next decade. 
According to the Medicare actuary', those payment reductions mean that 1 5 percent of hospitals 
and other Part A providers would lose money on their Medicare patients by 2019.'' That figure 
rises to 25 percent in 2030 and 40 percent in 2050. 

Under those circumstances, providers will have to withdraw from the Medicare program, 
causing growing problems for seniors needing cate. Impeding access to care imposes roal costs 
on patients that are not rellected in higher premiums, but they represent a cost shift nevertheless 

Retaining fee-for-serv ice Medicare as a plan option in premium support creates a safety 
valve if the private plans are unable to rein in costs. Ifthe critics arc correct, traditional 
Medicare would be the low-cost plan in every market. Beneficiaries would move back to the 
traditional plan when the cost dift'erences became apparent. 
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We tan be reasonably confident that even the health sector will respond to clear 
economic incentives. In the unlikely event that delivery system improvements fail to 
materialize, benet'iciaries would not be forced into poor-performing plans. 

Limiting Program Spending 

Medicare reform proposals that rely on premium support include an external constraint 
on program spending, typically limiting the annual grovMh in the subsidy to some economic 
index such as the gross national product (GDP). The propo.sal in the House Budget Resolution 
for fiscal year 2013 sets the limit at the GDP growth rate plus 0.5 percent, which is identical to 
the fiscal target set in the President's 201.3 budget fortlie Independent Payment Advisory 
Committee (IPAB). The Wyden-Ryan proposal and the Domenici-Rivlin proposal, as well as the 
IPAB under current law, use GDP plus I percent. 

The difference between those two growth rales can be substantial from a budget scoring 
perspective. Ifihe growth in Medicare outlays was limited using GDP plus 1 starting in 2013, 
spending for benefits through 2022 would total about $7.7 trillion."' That is equal to spending 
under CBO’s current law baseline (which includes tlie IPAB growth target in its projections). 

The trajcctoiy of spending is lower than under the baseline, however, which suggests that GDP 
plus I would yield net budget savings in subsequent years. Using GDP plus O.S results in about 
$180 billion in budget savings through 2022. and considerably mure in later years. 

The target can be ratcheted up or down to achieve any level of scoreable savings 
demanded by political circumstances. Indeed, this type of fiscal control is often included in 
reform proposals to ensure that CBO produces a “good" score. But that docs not imply that 
future Congresses will enforce the outlay limit or that such a limit is appropriate under future 
circumstances that are difficult to predict. Deterioration in the underlying health status of the 
Medicare population, for e.xiimple, could drive up necessary spending even when care delivery is 
efficient. 

Despite that uncertainty, it is useful to include a spending target in Medicare reform 
proposals. The Sustainable Growth Rate (SGR). which is intended to limit Medicare physician 
s|>cnding. is an instructive example. .Mthough Congress has overridden the SGR repeatedly over 
the past 9 years, payment rates have grown less rapidly than they would have witli the inllalion 
adju.stment built into the formula. Without the SGR, it is possible that Congress would have 
allowed larger annual updates. 

However, we should not fool ourselves into believing that spending targets by themselves 
will produce savings that can be maintained over the long term. What matters most are the 
economic incentives brought to bear by premium support, which encourage better decision- 
making on the part of both consumers and health care providers. If competition can keep 
program spending within the bounds set by the targets, then the targets are not necessary except 
as a budgetary mnemonic device that reminds us that resources arc limited, even for the most 
urgent of programs. If not, then the targets would eventually have to be increased unless a public 
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consehsus had been reached that other spending priorities look precedence over health care, at 
least at the margin. 

The Rest of Medicare Reform 

Additional reforms are necessar>' to modernize Medicare, make the program fairer, and 
reduce unnecessary spending. In addition, some changes in Medicare rules would greatly 
enhance the effectiveness of competition among health plans and make traditional Medicare 
more competitive in local markets. 

To help slow Medicare spending growth while providing greater financial help to those 
who are most in need, we need better informaiion, clearer financial incentives, and a reformed 
subsidy structure that reinforces rather than undercuts efforts to slow spending. Such reform 
proposals include: 

* Establish clear cost-sharing incentives for beneficiaries. Separate Part A and 
Part B deductibles, coinsurance and copayment requirements that vary across 
difVerent types of service.s, and arbitrary gaps in coverage (such as the limit on 
lifetime hospital days) make it impossible for beneficiaries to know what their 
costs will be. A single deductible covering all Part A and Part B services with a 
uniform coinsurance rate applied to all covered services, similar to the design of 
most private insurance, would help clarify for beneficiaries what they are likely to 
pay. 

* Make cost-sharing requirements income-sensitive. Medicare cunently relates 
the premiums that beneficiaries pay for Part B and Part D. In addition, dual 
eligiblcs and other low-income beneficiaries receive .additional subsidies that have 
the effect of income-relating benefits. This principle should be extended by 
increasing cost-sharing requirements for higher-income beneficiaries. Any 
specific dollar amount of cost-sharing has a greater impact on low-income 
beneficiaries. Income-sensitive cost-sharing would more effectively promote cost 
awareness across the income distribution. 

* Introduce true insurance protection into Medicare benefits. Eliminating 
limits on inpatient days and adding coverage for catastrophic expenses would 
provide protection against high and often unexpected costs. 

* Recover the cost of induced utilization from stand-alone Medigap insurers. 
Supplemental coverage pays Medicare deductibles and coinsurance, which largely 
eliminates financial incentives for consen'ativc care on the part of both patients 
and providers. Medigap plans do not absorb the cost of the additional use of 
sendees that results, which are paid by Medicare as primary insurer. (This is not 
an issue for Medicare .Advantage plans, which provide primary coverage as well 
as any additional benelits for a fixed per-beneficiary government payment.) 
Requiring supplemental plans to defray higher program costs would transfer the 
additional cost from taxpayers hack to those who purchase and benefit from 
Medigap plans. An alternative approach would exclude Medigap coverage for the 
first S5()0 of a senior's cost-sharing and limit coverage above that to less than full 
payment.^ The objective of this proposal combined with the three preceding ones 
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is to improve Itadilional Medicare so dial Uiere would be little need for 
benelkiaries to purcliase supplemental insurance, but not to dictate how Medicare 
beneficiaries decide to spend their own money. 

• Offer care coordination services to beneficiaries w ho need it. Traditional 
Medicare could improve patient outcomes and potentially reduce cost by 
providing care coordination to high-risk beneficiaries being treated by multiple 
physicians and other providers.’ Ifused by patients meeting appropriate medical 
criteria, such a service would help minimize unnecessary testing, emergency room 
use. and avoidable hospital admissions. 

• Reform Medicare’s pay ment systems. The ongoing threat of massive payment 
cuts to physicians under the Sustainable Growth Rate should be replaced with a 
sustainable payment policy based on the principle of shared sacrifice. New 
payment approaches should be tested that can promote effective and etTicieni 
care. It will be necessary to limit any payment increases until a new payment 
mechanism has been developed. Similarly, other payment reforms — including 
bundled payments and competitii c bidding approaches for specific services — 
should be developed and tested for their potential impact on cost and patient 
outcomes. 

• Improve the beneficiary purchasing experience. Although the Medicare 
program offers tools to help beneficiaries make their decisions about enrolling in 
traditional Medicare or in an MA plan, as well as the choice of a Part D plan for 
those who opi for traditional Medicare, those tools are limited. Belter information 
is needed on all plan combinations available to beneficiaries, including actual 
premiums (rather than ranges) for Medigap plans. Infonnation is also needed on 
the likely out-of-pocket cost that a beneficiary would incur in the event of an 
une.xpectcd high-cost change in health status. Beneficiaries need to know what a 
plan choice will really cost them, including both predictable costs (premiums) and 
unpredictable costs (cost-sharing and oul-of-network expenses). Improving the 
insurance "exchange" function is essential in a premium support system. 

Such policy improvements will lake lime to implement, but Medicare will continue to 
exert increasing pressure on the federal budget. Other actions to offset those costs include: 

• lncrea.se Medicare premiums. The Part B premium currently covers 25 percent 
of the cost of the benefit. In the short term, the premium could be raised to 35 
percent, with higher premiums paid by higher income beneficiaries. Once Part A 
and Part B benefits are combined to simplify the cost-sharing structure, a 
premium that pays for an appropriate share of the combined benefit would make 
sense. 

• Increase the eligibility age to 67. This proposal provides an incentive for seniors 
to remain in the work force longer, which would increase the amount of payroll 
tax receipts and somewhat reduce Medicare spending. 
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Conclusion 

The debate over Medicare reform is about means, not ends. There is broad agreement 
that Medicare spending is on an unsustainable ffajectory that threatens to crowd out other 
priorities elsewhere in the budget. There is broad agreement that Medicare's performance in 
delivering scA'ices to older Americans can and should be improved. There is great controversy 
over how to ensure that seniors continue to receive high-value health care at a price that is 
affordable to them and to taxpayers. 

If we ever hope lo bend Medicare’s cost curve, we must change the tlnancial incentives 
that drive program spending lo increasingly unaffordable levels. A well-designed premitim 
support program can take full advantage of market competition lo drive out unnecessary 
spending and increase Medicare’s value lo beneficiaries. In a properly structured market, 
beneficiaries would have incentives to seek services from cost-effective delivciy systems and 
providers would have incentives to operate efficiently. 

The alternative approach relies on tighter regulation and cuts in provider payment rates 
without changing the underlying fee-for-service incentives that have driven Medicare spending 
lo unprecedented levels. That is ultimately self-defeating, stilling private sector creativity rathei 
than channeling it toward system-wide improvement. 

The need for Medicare refonn has never been more urgent, or more clear. Premium 
support is not an academic theory . It has been effective in lowering costs and enhancing value 
for five decades in the Tederal Employees Health Benefits Program and since the early 1990s in 
the California Public Employees Retirement .System.* It can work in Medicare, but only if we 
lake the time lo get ii right. 

Joseph Antos is the Wilson H. Taylor Scholar in Health Care and Retirement Policy at the 
American Enterprise Institute. He previously served as the Assistant Director for Health and 
Human Resources at the Congressional Budget Office, and he is currently a memher ofCBO 's 
pane! of health advisers. 
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Chairman MERGER. Thank you, Mr. Antes. Mr. Aaron is recog- 
nized for 5 minutes. 

STATEMENT OF HON. H ENRY J. AARON, PH.D., SENIOR 
FELLOW, ECONOMIC STUDIES, BROOKINGS INSTITUTION 

Mr. AARON. Thank you, Mr. Merger and Ranking Member 
Stark. Also special greetings to Congressman Price, with whom I 
have had the privilege of working in the past. 

You have my written statement and I understand it is going to 
be entered into the record. I would like to begin with what I think 
is the central issue that divides those of us who are opposed to the 
premium support idea from those who are in favor of it. 

I think all of us recognize that there are reforms to the existing 
Medicare program that could improve its operation. All of us would 
like to see cost competition play an enhanced role. All of us would 
like to see delivery system reforms that result in better quality and 
lower costs. And we hope they will work, but maybe they won’t. If 
they don’t, who bears the risk of costs rising faster than projec- 
tions? 

Under traditional Medicare those risks are pooled broadly across 
the population and over time across all Americans. Under premium 
support those risks are shouldered by Medicare beneficiaries who 
will be faced with higher out-of-pocket costs themselves. That is the 
choice I believe, the fundamental choice that needs to be made in 
determining a position on this issue. 

Now some years ago Bob Reischauer and I, as you noted, coined 
this term “premium support” and we did so with respect to a par- 
ticular plan, which was more than vouchers, and actually incor- 
porated one of the features that Senator Breaux mentioned just 
now, that the index to which benefits are tied should be a health 
index not an economic index. And I would note that none of the 
proposals now under discussion meets Senator Breaux’s standard 
in that respect. 

In the 17 years since Bob Reischauer and I put this idea forward, 
I have changed my mind and I would like to just list a few of the 
reasons why I have changed my mind and I think I would urge you 
to consider them as well. 

The whole environment of health care policy has been trans- 
formed. We wrote in the wake of the failure of the Clinton health 
reform effort and at a time when projections of insolvency of the 
Medicare Trust Eund were becoming steadily worse and were very 
near term. Both of those elements has changed. And in particular 
the passage of the Affordable Care Act means we have put in place 
a key element of the premium support idea for the rest of the popu- 
lation; namely, health insurance exchanges. We are finding those 
are difficult to implement. They are politically controversial. I 
think they will succeed and those problems are solvable. 

The Medicare population is vastly more difficult to deal with 
than the population served under the Affordable Care Act. We 
should prove that the Medicare — that the health insurance ex- 
changes work, get them up and running before we take seriously, 
in my view, calls to put the Medicare population through a similar 
system. 
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The regulatory climate has changed. It is far more hostile to the 
kinds of regulatory interventions, pretty aggressive regulatory 
interventions that Bob Reischauer and I thought were essential to 
the functioning of a premium support plan. 

We at the time said that no premium support plan should move 
forward until risk adjustment was good enough to discourage com- 
petition based on risk selection. At the time, like Alice, we thought 
oh, well, it is doable, some time it will happen. Alas, it hasn’t hap- 
pened yet. A recent study has shown that the risk adjustment algo- 
rithm used under Medicare Advantage actually has increased the 
degree of risk selection that occurs through Medicare Advantage. 
We are not there yet. When we are, that would be the time to con- 
sider whether premium support merits consideration. 

And finally, the idea that competition is going to save money, as 
an economist I really want to believe that. I got my degrees in that 
and I was pledged to like markets, I really do. The evidence to date 
is not encouraging. The higher costs of Medicare Advantage are not 
attributable solely to the extra payments that are made to them, 
nor is it attributable to a selection of patients. After controlling for 
all of those factors. Medicare Advantage plans are more expensive 
than is traditional Medicare. Furthermore, even Part D drug bene- 
fits which have come in below cost have come in below cost by less 
than other drug spending outside of the Medicare system has come 
in below the projections that were made at about the same time. 

So I want to believe that competition will work and save money. 
The evidence is not supportive at this time. And given the risks in- 
volved it seems to me important to continue to spread the risks 
from rapid growth of health care spending across the general popu- 
lation rather than to impose them on a very vulnerable group of 
people, the elderly and people with disabilities. 

Thank you. 

[The prepared statement of Mr. Aaron follows:] 
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**="THIS TESTIMONY IS EMBARGOED UNTIL 9:00 AM 
FRIDAY, APRIL 27, 2012*** 

Statemt'iit of 
llriiry J. Aiiron' 
before thf 

House Ways and Means Health Suhooininittce 
27 April 2012 

Mr. Chairinuii: 

1 n iny statenunit 1 shall etnpliasize the following points: 

• iMmlioan* lius been an overwlielniiiig success in providing access to care for groups that before- 

its eiiartinent had only limited access to iiisnranoe or standard health euro. It is popular 
across llie political spectrum. Pulls reveal that people would rather raise taxes than cut 
its beiierit.s. 

• Neither part B u(ir I) fares any problem insolvency. They are adequately funded in 

perpetuity under current law. 

• The Part A trust fund is currently in h»?tters!mpe financially than it has heen for most of its 

history. H all provisions of the Afhirdahle Care Art are enforced, its financial gap is small. 

• Many are concerned over Medicare’s long>tcrni affordability. If provision.^ of the Affordable 

Care Art are enforced, the added budget costs of Medicare over the next quarter century 
are rnuile.sl and affordable. 

• Medicare hasevolved in important ways, pioneering new' payment systems that private plana 

then emuhited. Ihidcr the Affordable Care Act. Medicare can continue to serve us » 
pt»werful instrninriil to effect aystemwide ]>ayiiieiil and <lelivery reform. 

• The concept of premium support dales friuii the mul-l990s (the coneepi of ‘vouchers* is 

ohlcr). None of the plans now under discussion qiinlilies as ‘preniiuin support.’ This is not 
a mutter ofsemaiituts. Important policy elements distinguish eurreni plans from preniiuin 
.support. Furthermore, none of the proposals to change Medicare have heen specified in 
sufficient detail to let one know exactly what is being propuseil. 

• The conditions that reeoinineiuled prciniuni support in the iiiid«19908 no longer apply. The 

current Medicare program already fosters conipetitioii between piihliclv’administered. 
traditional Medicare and private pUins. Current privately-administcred plans raise costs. 

• Changes to Medicare, iniplemetiled within the current framew'ork. can save monev and 

improve quality of care. 


Bnice and N'^irginta Afnel.iiury Senior Fellow, Tin* Biuukiiig.> Institution. The views 
expressed here are my own und tiu inn necessarily rcpi-cfiriit thosi! of the triislees. 
officers, or other staff of ihr Brookings In.slh iition. 
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Tmtinitmv «>f lletir) J. Aaron !*»!{«* 2 

Houm- »'ays ami Meaiw Heolth Su]>committ«»r 27 April 2012 


I 

Simu* itM 4»iiarlfiit*iit in Mf'clirun* lias run* of llir iiioht popiilur forli^ral pmgruni.s. 

Il brings staiKlard )n*alt]i r'art* In ihe r*l(lr*rly atui with rlisuliililies. Both {groups larked 

siirh access berori* Merlirare was enacted. Medicare pools risks hotli across the population and 
ihroiigli time. It spreads risks more elTeetivel) than rloes any private iii.siirunce pool. 

Despite eritici>ms of the program it remains popular.' Bv a margin of 70 piTcent In 25- 
percent. respondents say the) want to keep Medicare as it is rather than replace it with an 
arrangement under v> hich henelu'iaries woidd he given nione> t he> could use to liuv private or 
piihlic eo\erage.^ 

* Support tor the curn’ut jirogram was strongest aiiioiig selt-ideiilinerl Democrats. 

* Support among sell-Hientified Independents was ncarlv identical to the iiulional uxerage 

(71 percent to 24 percent). 

* Self-i<lentified Kepuhlicansalso Invok’d i'oritimiatioii of I he I'urrenl firograrn hy a 55 to 

pendent margin. 

.\ W iHihinfiton Post/AliC poll, reporteil in Fo/ifiru last year, found that a 53>45 majoritv ^auL 
I hill the) would prefer raising taxes on all Americans to cutting Metlicure. Seventy-two pereeni 
of respondents said the) would fax or raising taxes on those w ith incomes of IS250.0O0 or mure- 
as part «>f a deficil reducing plan: only 21 percent sahl ihex woiiM approx e cuts in Medicare a$ 
part of a deltcil -reducing plan.* 


II 

There is widespread misunderstanding of Medicare’s finaiiees. First, many eoni'iise the trust 
funds with the Imdgel. Second, tiiutiv ignore the ipialilutive dilTereriees helweeti the rules 
goxerniiig pari A. Hospital Insurance, on the one hand, and those governing .Siipplementali 
Medical Insurance, parts B and D. 


'riM' lletirx* J. kvaisfr Fuiiiilx Foamiutioii. Kaiser Health Trucking Foil. Feliniurv 2013 

'I'lie cxaci M'ordiiip of the 4|tie!<lK>n i«: “W litcli of these two (hHcrigtioiis roitM> closer to your 
vicH of what Medicare should look like in the future? .Medu'urc shoohl I'onlinor as it ip todax . 

» ilh 1 lie go\crioiienl giiaruuteeiii^ lenhire heal I h iiLsoruiiei* uiid oiakiiijr tun* 1 hut ex crx iifM* geiN 
the same detiiuMl set of heiiellts. (Ut. Medicare should he rhuntied to a sxsletn in which the 
ptx eriinieiit would guarantee each senior a fixtHl aitioiini ofiiioiicx lo put toxxanl health 
iji.surau<*e. Seuiars would purrhasi* that coverage either from Iruditioual Medicurt- or from a list 
of prixatp health plans.” 

Jennifer Kpstein. ‘'Poll: Ta^inj* llic rinli fax ored oxer MedU-are »nts.** Pulitiru. 311 \|iril 201 1 
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Hart A is niiaiicrd alinu.st c’Miliisivrlv bv rarniarkiMl taxes aiul interest earnings on ri'serves 
aei'tiinulated iVoni past siirplitses. Hart A uiitiavs can exeeed reveiuieH. Kesulting delleits ran 
deplete the trust fund. In eonlrasU parts H and I) are (inaneed bv premiums and l)y getn^ral 
reveiiue paynietils that cover all program (Millays not co\ered from other siinrei^s. Under 
(‘urreni lau. Parts B and I) are fully nnaiK'ed in perpetnily. \X bile it makes cense to talk of llie 
solvency or insolvency of part A. it makes no sense to talk of solvency of parts B and I)» 

'('hat said, all Mi^licare outlays ari' relev ant to overall budget policy . UnrreiU coniTrii about 
projectixl budget deficits is intense. It is important, therefon'. to -crutiniKe total Medicare 
expenditures and (‘onsider Iiom’ the progrum sliould be designed to usi* funds most effeetixely. 

SotvfnvY uf Pori A . Tlie soUeiiey of Hospital ln.siiranee has been a topic of diseussion.. 
legislation, and controversy since Mi'dieiire hus emu'led. Haeb year, the Medieure triisteea 

Figure 1 


BO -1 



•Noproectioniiwi Numtat of y«nuii« 

* /tppnMouto niui, no pmcu. v«ir turn ‘I" Mortal Inutisnoo TniB Fund l> Eidwiswl- 
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present estimutctsof the niiinherof years remaining until the Part A trust fund will be exhausted 
under eiirrem la\\. Figure I revinds ibnl proj(?(‘tions of iniiinneiil insidvem'y are not new. I^ir 
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oxaiiipir. writing in .Nationul Biparli-snii (iuiiiiiiisisioii on tho Fullin' ol’ Mofliran' wrote: 

“Vi itiioiit Ktriirliiral rhaiigoK. llie MeiHeare sNsleiii will be bankriipt in 2010/*^ 

It diilii't bappeiK Nor ban any other projeetioii that the II 1 lrii»t I'utnl will be depleted beeik 
correel. The reason is ipiite simple. People like the program. Fleeted olfiejals know that their 
eonsliluents like I he program. So. the eleeted olTieiaU have done w bat in^eds to lie done to keep 
tlie program solvenl. In the baekgronnd is unotlier I'aet — anlieipating how fasl health i^are^ 
spending will grow is dil'lieult. In <ome easi'a, underlying trends have liirned more fuvoralde 
ihun assiimeil. Somelinies (Congress has simply shifted part A aelivities to part \i to be paid by 
general revenues. The bottom line is the same: (amgress has acted to prevent iiisoKenev. It lias 
done so because the program is popular and bigblv benerieial. 

Figure 2 midersiaires the sensitivity of projections of balance in the ])aTt A trust fund to 
underlying assumptions.^ Full enforcement of the provisions of the AlTonlable Fare Art will 


Figure 2 

Projected Hospital Insurance Trust Fund Balance, 2010 
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grPiilly mliHT iIm* projcrtrcl (linVrriuM* hclwmi rariiiark<Ml rfVfiiuics and projrrt«*cl null«iv$*. As 
Kifjur** 2 shows. I Ik* |iroj<*rlfMl j»a|) hi'lwopii r.osl anil iin'oim* was projortf*!! lo h«* larg** and 
growing in 2000 hoforc <*riat'liiiotil of ihr Aflordahlt* darn Act. Full oiil’orcHniPiit of llio 
AITonlahle Cun^ Art will rrrliirr the gap and raiisr it lo shrink o\ rr litiir. Mati> ohsrrNrrs liavr 
exprrssod doiiht lhal ihr targols in ihr AlTordahh* (iarr Art ran hr riil'orrrd indrririitrly* Vii 
rxprri panel, iiupanrlrd to rrvirw lhr.sr lurgrls* has yrl lo rrlrasr ihrir report. Through 
ron\ersalions with thr rhair aiul onr panri nirtnher. I have Irariird (hat thr group wa^ divided 
on whether ihr spending targets ran he sustained indefiniiely Inil that (he prevailing view was 
lhal they ran he met for ten lo twenty years. The L'niled Slates now spends so imirli more lor 
health ran* than oilier rountries do lhal liu*re In a large opportunity for redueiiig the growth of 
spending in ihe near term anil lo thi so without rationing. 

In summary, what llgiires I ami 2 show is lhal lo infer *uiisuslaiiiahility* iVtun the Im'l lhal 
(he Meiiii:are triislees foresee a ilate when ihe Inisl fund is projecled to run oiil of niutiey if 
iiiflliiiig is dime is iiiijuslified. 


III 

Idle ohservers have doeiimeiiled manv pnddriiis with the L.S. health rare svslrtn. there 
is no evidence lhal Mi'dii'are performs les.*> well than the rest of tin* lo'ullh rare svsleiit. In fart, 
for llir lust rotiplt* (d'deradrs. per rnndire Mediearr spending has hreii grow ing at iiImuiI (lie 
same rati* or a hit more slowly than has per person health rare speiuliug for the general 
population. The L nited Stales fare^ a idialleiige to reduee waste and ini[iro\e efllrieney 
ihronghoiit its health rare system. That eliallenge is no greater for .«ervir«»s paid for hy Medicare 
than it is for serv ices paid for hy private insurers, as all patients art* rared for doctors and 
Imspitals who run* for Medicare and non-Medieare patients alike. 

Over its history Medicare has pioneered reforms in health rare payment. Prosperlive 
payment, a major rost>roiitroi innovation, was inirmiueed in Medicare. Areouniahle rare 
organisations, a promising inno> ution lhal ran change incentives for the efficient ilelivery of 
care, will n.se Medicare lo deliver those ineentive.s. Bundled [layments are widely regarded as 
a way' lo rounler the excessive fragmentation of eiiirenl health rare delivery. Vt Idle many 
proldrms have to he addressed before this reform ran hr carried to national scale. Medicare, as 
the largest single health care paver in tlie nation, could hasten the adoption of such reforms. 
The .simple fact is that Me«licare is a verv large purchaser. With size romes clout — more clout 
than any' private buyer has. To hr sure, clout carries risks — by squeezing down payments. 
.Me<li<*are could simply force other payers In bear overhead costs. Bui clout also brings the 
rapacity lo 'hifl incriil!V<*s — and. if used wisely, lo drive reform. 

IV 

For at least three decades some people from both part ies have proposed replacing traditional 
Medicare with a single cash payment — a voucher. Beneficiaries w’oidd he able to use the 
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voiK-hrr to hol|» pay 1’or plans orthrirrlioirr. Many peoplt* rd that rhoiro atiion^ 

iiisuratiLM' plans was ^oud in itself. They held this view di^spite overwhelmin'! evidenee that 
people care niueh more ahoiil ehoiee of providers than they 4 I 0 about ehoiee of insiiraiiee 
plate — and no private plan gives more ehoiee among providers than Mediearedoes. In any ease, 
the hope of vtnteher advoeales was that insurers would eompete for business based on cost and 
tpialily ofserviee l(» eiistomers. 

The voneher idea gained momenliim during the mid>l9Q0s after failure of the Clinloii 
adininistratioirs health reform elVort and as fiiianeial proj*N‘liorLs for Medi«*are Hospital 
litsiiranee deteriorated (M*e ligiire I ). Vt ith momentum eaine intensified .serntiiiy. ‘riial seruliny 
uienlified s4*rions risks from voiiehers for the elderly ami disahled. \s a result, the term 
'yotieher* aequireil u rather nasty aura, wliieh persists to lliis (la\ . 

Back in the mid 1990s. 1 shared both the hopes of those who helievetl that \ouehers eouhl 
generate signilieaiit savings and the fears of those who believed that voiiehers would expose 
Mrdieare eiirollees to dangerous risks. So did my Brookings eolleugue at the time. Boh 
BeUeluuier. As eeonomists. we reeognixed I he appeal of eoiisiinier ehoiee. We understood the 
power of eoiiipelition to police pri«‘e and 4(uality if market eomlitions were favorable. But we 
also Iieli4*\ei] that man> of the plans then iiinler eonsideratiori snlTeretl fnnn serious 
shorteomings. Ainl we were eonvineeil that whether voucher plans would have a chance of 
success depended on details — llial ploci* where the devil laniously resides. — to which few people 
were paying iiineh at lent ion. 

So. we proposed three modineulioiis to vone|ii>r plans that woiihl iiiininii/e those risks.' 

• The voneher plans then under ilisensMioii were mostly linked to iiidiees* such as the 

eoiistinier price index or nominal GDP, that hud grown more slowly tluiit health t'ure 
spending and were expected to do so in the future. Such v oiiehers would systematically 
shift ensls to Mediean* beneficiaries even if growth of health cost* did not sh»w. To be 
sure, linking MMiehers to these indices would surely I'lit gnn>lh of Medh'un* spending. 
That would be good for the bmlget. but bail for Medicare benefieiaries. W e believed that 
health care subsidies shouhl 1 h* i iit if plans fostered null economics, but not otlier%sise. 
Aci'ordingK, we argued, ibal the voneher sboubi In* linked to general health costs. If 
competition boonliul effieieney. eiirollees and the taxpayer would both gain. But if 
eoinpeliliun didn't boost enieieiicy , the fir.**! ami overriiling giml should be to protect the 
very vninenible ]»eople who are enrolled in Meilieare from iiierea.sed financial burdens 
they eouhl ill alTord. 

* The voucher plans then under discii.ssion plaeed no liinil on the iiurnher and variety of 

plans that insurers could offer. Kew people have the capacity to evaluate the full range 


Hear) J. Auroit nrxl Hohi'rt (). UciVrtiaiirr. 'Tlir .Metlicarr Hcfonii Dt-hale: W hnt itf tho Nt^xl 
Stop.” Ifviihh A^nim. 'A imer. HW5, pp. K-30. 
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(>r|)i‘»vir<ioiiH lluil iii?4ijranci^ plans routinely ronlain. W (* hi'lit'N od that ifronsuinorH 
|4» havi* a rlianre at all to <'hoos<< rationally, tin' raiigi* of plans had to ho liniil4Ml to a 
iiiodost luinibor of prototype plans. Insurers shoiiltl roinpotcon sorviro and oost. not hv 
hofiiddling nislomers with variations that ihov <'oidfl not ovaliinto. 

* Mralth rare cost for the Mc'dicarc population arc high and conrcniralcd. Accordliiglv. 
insurers have powerful ineentives under standard viniclier plans to coiiij>e(e based on risk 
sele('ti<Mi. Such eoinpetitioii is costly and. in a plan iluU covers ever\oin% it is also 
socially pointle.ss. Vi e urged that direiA sales hy insurers should he haniied. Insletul. all 
insurance sales to the Medh^ure population should he carried out tlirongh a private non* 
profit organization <ir a go> eminent ugciu y, eliarged to providi* tdijeelive information, 
advuT. and counseling. W e also said that no pnnniiim support planslioiihl heeonsulered 
until and unless u system of'risk adjust nnoi I* was de> eloped ilia I was good to discourage 
insurers from eonipeting via risk seleiJioii. 

W'e elirisleiied a voucher plan that eontaiiicil all three of these elements, including effective 
risk adjust merit. W'e r’hristeiied that system *premiiini siipp(»rt.’ The term luul not pre\iously 
lu'cn used, hut rapidly came into wi<lespread use. 'I'he National Bipartisan (.ioinmissiim on the 
Fulim* of Medicare adopted it three years later. So haveotlu'rs. The name, ‘preiniiiin support.' 
was ami is often applierl to plans lluil lacked one. two. or all three of the safeguards that we 
regarded a.s essential. Mv point, let iru' stress, is not a seiriantie ipiibhle. The meanings of words 
ill I’oniinon use often change. Hut when a term is used in ways that ohsi'iire iiiipfU'laut policy 
distinctions, the misuse is harmful. 


IV 

John Ma)iuird Keyiie.s is alleged to have ipiipped: “W hen the facts change. 1 change my 
mind. W'liat do you do. sir?" As time passed, rireumslaiures witli re.specl to health cure polii'x 
in general and Medicare policy in particular have changed. W ith timse new facts, my views of 
premiiiiii sufiport have also changed. 

W hile i w'oiild not go so far as to argue that premium support should never he eon.sidereil 
for Medicare, 1 believe that there are o\'erw helming and persuasive reasons win it should not 
he enacted now. 1 al.so have hecoine less i^oiilldent that preniitiin support. e\eii if it work.s for 
the rest of the population, w ould he desirable for Medicare. But it is too early to he sure. That 
said. I helie> e that there are several eliaiig(*s to Medieare that should he made promptly. These 
ehaiiges woiihl lower costs, improve ipialitv. ami enhaiu'e fairness. I shall mention a few hrielK 
in the next seeluni of mv testimony. 

Iiuprov*ul Financial /Voxperts . The Affordable Care Aet has signincutiliy improved the 
lliiuiu'ia) prosjM'cts of I he part .A IniM fund. Kveii w itli the iiuTca.sed cost estimates in the 2012 
Trustees Beporl. the eumulati\e delieit over the next (|uarl<‘r eeiilury could he closed hy a 
payroll tax increase of just 0.35 percent each on workers and employers. It eiuild also he closed 
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liy riiaii^ps in pmiiiiiiiis. roHl sliaritig or other program eieinrnl)^ that arhiovrd <M]uivalenI 
Baviii|;s.. For Metlicare aw a whole, the AironJahle Clare Ael lias retlueeil hv iiearlv half the 
aiitiripate<l itierease in the program*# eosi as a share of (»I)P. The currently projected increase 
is 2.1 percentage points over the next ipiarter eenturv. That increase is intl trivial, hiit in iny 
view, it floes not come close t<» tneritiiig eharact«‘ri/ation that Mcflicare is in (tIsIs or that 
Medicare is nnsuslainnhle.^ 

Improv4>(t Iinrkuf> f*rotPction . The Affordable (’.are Act has not only directly improved 
Medicare liiiaiicing. by raising n^veniies and refliicing outlays. It has also created a back-up 
adniini.stralive safeguard, the Indepemleiil Payment Advisor) U(»urd. Ifgniwth ofprognim 
outlays exceeds statutory larget>. tlu* IPAH is (diargofl to design wavs to hold growth of 
Medicare spending to those targets. The (aingressituial Piulget Office believes that Medieare 
spending over the next decade will hr within targets set in the Affordable Clan' Aet and that the 
I PAD will not he reipiired to ai‘l. Hiil over the longer haul, this organisation ean help prevent 
Metiieare speiuliiig from growing exeessivelv . (longress is free to suhslilute nlternalive controls 
of its ow n design if it does not like the I PAB's recoiniiicnda lions. 1 believe that some changes 
in the 1 PAB's powers and organization eouh! improve its effectiveness. 

Ilmtih /nsiifoiice fvYc/iorige.v . \o plan that hicks aggressiv e n^gnlalion ofitisurance offerings 
and hov^ llicv are sold merits designatioti as ‘premium support.* No plan that lacks such 
regulation has aiiv ehaiiee of <*nahHiig Mi^dieare eiirollees to make rational choices among plans, 
nor could it fliseourugeeotiipelilion liascfl on risk selei'lion. !\otie nf the plans now sailing under 
the preiuiiitTi support (lug pays trmre lliaii passing alleiiLioii to this mailer. None has <lrafled 
legislative language spei'ifvitig hovt siieh regidation woiihl he ilorio. 

A.s it happens, we are in process of designing health insurance exchanges. The Affordalde 
('.are Act invites stales to cri'ule exeliungi^s to regulate insurance offerings and sales to those 
who arc not insured through work or through a public program. This effort shows that 
numerous practical and political prohletiis must he ■'•olved in onier to make these exchanges 
work. 1 Iiave no doubt that these problems can he solved — and. with goo<l will, ihev will he 
solved. Bill we tlo not yet know answers to some key questions. F<ir example, we do not vxrt 
know whether slute-hased exchanges will work better than ri'gional exi^hanges or a single 
iiulional exchange. If the stale exchange model is vinhle. we doii'i yet know which forms id' 
exchange will work best.'* 


licIVirs etiAiinisiu oftlo* MToolahle Cure \<’t 1 hcTriislei^ Hrporl projerled growtli of \l«slM‘are 
•■peiiiliii}' i'niiM 2nh> lliriiij|;li 2n3fi of 3.9 prrei>iUag<' |ioiiiu of tHIC. Tlir 2012 Trui^lrrs 
(p. 207) -liuws tlial Mi'dimre «>pen4liu)f w ill pijumI 3.72 pereeul oitiDl* in 2012, 5.73 perreiit nl 
III 203.5 iind 5.07 prn-eiil ol'(d)P in 2010. ‘I'lte i;orre^poll(lillg ntinilier- I'roni lie* 2000 
Triisii'pK Kcpnrt witp 3.6 pmeiit lu 2(H2. 7.23 peneiil in 2035 and 7.116 pen eiil in 2010. 

In ntiiiieroiis isisavs w ritten for the joiiniul llmlth . tffuirx. hiw -jirofesKor Tinuitliy Josi Iitis 
explored a wide range of iiiiponuiil. dilllrult. and solvulde prubleins rclaiiug In the health 
insTiraiii'e rxelinngiw* niid other i.*Aiie-'« flial have lo he addresseil. 
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riirtlx'i'rnorts llit* p(»|>iiliilion lo hr* bv ihr AlTnrdabli* (^Hri* Art 18 both sniallrr and 

rasrr to bandlr I baa would hr llir Mrdirarr population. Thmirollrrs in thr ACA rxrlianpr.s will 
br nrillirr rltlrrly fH»r disnblrd. Millions of Mf*di<‘urr rnrolliM*?. sufirr from various drfrrrrs of 
lurnlal itupairtiirtil. For t liat rrasiui. ibr abililv of llir A(!A populalitui to proress infonnalioii 
will br suprrior to tliat of llir Mrdirarr populalioti. Brruiisr the Irvrl and variaurr of'lirallli 
spriiditig ainiifig llir AC A population is far lower I ban are lliosr id'Mrdu'urr rnrollrrs. inrriilivrK 
for insurers lo rouiprlr based on risk selei'tion under llir ACA will br smallrr iban they wmdd 
br if tlir rxrbangrs als<i roverrd Mnlirarr rnrollres. Ilrallb insuraiirr exrbanjjes ibai will 
operate well with the ACA population may or may not br able lo bandlr the Mrdirarr 
population. To move ahead now to commit lo enroil ihe Modicart* f^pnialion in entities 
that fto not yet cxint ami tthottc capahitities have not yel been loateti arui proved tcoulfl 
fw a rank iepinlative art carryinff the threat of hardship ami ilutruplion . Only after the 
brail li insuraiirr exrban^rs ralleil for by the Affordable Care Art luive been set up. only after 
the adiiiiiiislraliye problems ibev will doubtless ronfront liave been solved, and onU after we 
have some reason to believe lliul they will be able bundle ibe iiuirb more rliullengiii}; Medieurr 
popiilatioii — only then would it make sense for (!onj:rt*ss to i.'oiisider shift iiij^ Mrdirore eiirollees 
lo vouchers, livvn f/irn. il tviU hv of critical itnnorlttnce to undfirslnfui thal lht> I'rniUU's ol u litrue purl 
of thv Metliruri’ poonlnlion max mvmt ihut insHrtsnve mwMs ihot malit‘ svnsc for vompnrativvly 
htuthUy fritrkina age .•inirrirnns imtv no! mtikf .\e»»r for t/ie rb/rr/i tnul fU’uplv with itisuhHities . 

For similar reasons, the experienre of the Federal ICiiiployees lleullb Benefit Plan provides 
little guidance one wav or another to the desirabilil v of^v in^ Metlirare enrollees a voiirher and 
asking: I hem to shop from a iiieiiii of roiiipelin^ private plans. The FKI IBP popnialioii is better 
ed lira ted I ban ihr avrragr Amrriruti. (jovrrnmrnl a^rnrirs providr ronsidrrabir infonnalioii 
and rnroUrrs have nrtworks llial rnabir ibrm lo ^tiidr rurb otbei lo an eMrnl ibut 
rroiioinirallv inarlivr rrlirt*rs and peopir with disabiiit irs do not possrss. Most importantly , I 
am unuwarr of any rvidrnrr ibul tlir FKFIBP lias hrid down llir rote of ^rmvth of braltli 
spending for its meinbiTs below the growth of spending for the genrrul population. 

(Chaney in Heeutaton ClimalP . The role of governnirnl regulation has lieeoiiie vastly more 
controversial than il was in the PlOOs. The kind of regulation of iiisuniiu'r olTerings and 
marketing that I believe is a driliiing and vital elemriil of preiiiiiini siipjiorl is simply 
unimaginable toilay. The politirul polarixalionaroiiiitl the mat ter fd' government regulation and 
the iiirreusingly aggressive use of the Ulibusirr in the Senate — w hicb, I believe is a ftiiuiioii of 
minority status, not ]>arty label — make it inroiierivable that the sort of regulation necessary lo 
make a market for bealib insurance grniiinely competitive could win passugc now or. if passed, 
be sustained. Wilboiil such regulation, in my \iew, ibe bcaitli insurance market under a 
voneber plan wiiubi likely be as deplorably inenicietil as the noii-gronp bt'allb insurance market 
is today. But the conseipicnces would be fur more serious— not just wasteful administration. 


liti|i://lM‘»tlUMHairs.ofg4it<>a/miUior/itthl/ 
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ami prim (li>torlioits ifKtucr<l by adverse selection, bul nmcli worse, since ibe needs of ihr 
Medicare popidalioti are so large and insisletil. 

/•Vii/iire ofHisk ^(littstmful . \ necessary elernetil of successful couipelilioii under a voucher 
is effective risk adjust nieul. It is well known that heullb expenses are highly coticentrute<l and 
an* much higher, on the average, ftir Medicare enrollees than for the general p<»pulalion. 
Insurers w h(» 'get stuck' with a lot of very sick people can lose a lot of iiumcy or even grow 
broke. Shareholders do not hire adtninislralors to lose money or go broke. Aecordingly« 
insurance adiiiinistralor.< have a duly to the pe<»ple who hired them to try to enroll healthier 
than average people. Of pi^haps greater import unce. they need to retain heallhier-t han-uverage 
enrollees. necaiise ol these iiieenti\es, all competent healih analysts have long recognized that, 
if premiums an* uniform 4»r vary less limit expected cost, t he ke\ to a smicessful lo'all h insurance 
market is risk adjustment. Hisk niljiisliio'iil eonsUts of financial transfers among iti.Htircrs to 
offset I he variations in expert ed healih e<»sls reiateil to the 4‘haruelerisiics of enrollees. Insurers 
that enroll people with eoinpurativcly low expecteil health rare use wonUI pay money to insurers 
that enroll people with high expeeteil use. 

In the 1990s. risk adjnslriient was inadeipiute. It was not then *good enough to discourage 
competition based on risk selection. But it was gelling heller. I assumed, perhaps too faeilely^ 
that it soon would get *good enough.’ \\ ell. to date jl hasn't. Beeeiii reseureh has shown that, 
the Medieare risk adjust meiii algorithm actually increased program costs by us imich as .SdO 
billion or 8 pen eni in 2006.'" The problem is ibal risk selection iiicreaseil along lines that were 
not included or eoiihl not be iiu'luded in the risk adjiisinient formula. IMuns have avuilubic; 
many ways In attract cus|<niierse\pi^cle<l t<» )ia\e low costs ('^ibe X Inmlt b plan is offtTing a free 
golf weekend”). They can also use the tpiulity and availability of ser\ ices t<» diseoiiruge liigli cost 
enrollees from remaining (**wr are sorry, but nnr om'ologist is booked soliil for the next six 
weeks; no, be is the oiil> one on slafP). They eaii also lake steps Ui eiieoiirage low -cost enrollees 
to slay ("all (‘iirreiit enrollees w lio remain in our plan will rerei> e a free gym elub niembersbip”). 
The eballenge of defeating such beliavi<»rs is never easy. But in an utmospbere hostile 
aggressive regiilnlioii. it is itiip<is>ible. parlicubirly w lien the .slakes are as high us they are with 
the Medicare population, whose cosily patients are verv co.slly iiulecd. 

MHlirurp (lomftftilion Exiifis — //le liesultsHiv Disupfminliiif* . To believe that coiiipelilion does, 
not exist in the MiMlicare program and that one must shift all cnroihres to vouchers to ereuto! 
Kueh conipet ilion issinipiv false. Medicare Advantage exi.sls. 1 1 enrolls a <piarter ofall Medbrnn*^ 
beiielleiaries. It is well established. Bv 2(110, the average Medlc.anMuirollec eon Id choose among 
an average of 24 plans, in addition to traditional Medh^rt' — 10 bealtli iiiainituiance 


10 


JuiHfti UruMii. Ilou L)ijr> Risk SricsTtuin tii Risk A<ljii»tuiriit? blvalriu-r fruiu tli«' 

M«Mlicar«? Ailv.inlage Program. NRER % orking Pa|>»'r .No. I60TT. April 201 1. 
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organi/aluins. i local and 5 regional prererred-provnlrr organizations. 4 privalr fee*for-«cTvice 
plans, and 1 cost plan.’’ 

[CnridlnienlH in Medicare Advantage piaiiK have llurliiaied wtlli the generosity (d'pavineiit.s 
to thotn. In some year.s MA plans have been paid more per enndlee than average costs in 
traditional Medicare — 14 percent more in At such times MA enrollineiils have risen 

hecaiise M \ plans could offer extras that Meilirare heneilciaries value. W hen payments ha>e 
hern cut ha<'k. enrollments have fallen. 

Kliiclualing eiirollmenl.ssay nothing about whether competition from .Medieare AiKaiitagt* 
has lovt<Te<l the cost of care. To un.s\ver that question, on needs to eonlrol for botii the extra 
payments that M A plans have sometiiiie.s received and tlie extra serviees beyond the standard 
.Medicare Inuielil package that they may provide. .After one has adjusted for these factors, as 
well as cnrollec characteristics, have Medicare Advantage plans been able to <ieli\er the standard 
henelit pairkage at lower cost than Itas tratlitional Medicare? 

L'nlil recently data to answer that question were niiav ailahle. 'I'lianks to a Freedom of 
Information Aet suit, the relounl data are now available and the result.^ are in. On a>erage. 
Medicare ad\untagc plans cost .4 percent timre in iirhati ureas and b pereeni more in niral areas 
than docs traditional Medicare.’* Thai is far from the end »if the story , however. Ifelative co.sts 
vary enormously . M A plans are less costly than iradilioiial Medicare in con lilies w here roughly 
30 pereeni of Medieare heneilciaries live. FFS plans are les.s cosily ihun M.\ plans in counties 
where roughly 70 pereent of Medicare heiieficiaries live. One might suppose that where MA 
plans are compurativelv cheap, a larger share of Medieare enrollecs would choose them than in 
areas w here FF.S plans are com para lively cheap. To my surprise, no such pullerii seems to exist. 
The lack of such a pattern tlainpetis hupe.s thai 'cost <*onscious consumers' will he the driving 
force for ludiling down hc.alth care spending. 

Those w ho liopc that providing Medicurt* bencnciurics with vouchers w ill help eonlrol costs 
often point to the fu<'t lliat the eo.sis of (lie Medicare drug henelil have come in far helow’ pre- 
eiiactnieiit estimates. I'liforltmately. this claim doe.s not withstand senitiiiy. Events that are 
largely or totally indepeii<lerit of enaehiieni of the Medicare drug program liave caused total 
expenditures for drugs to fall short of e.<timate« maile in 2003 when roiigress w'us debating the 
program. One of those events, the fulboff in the introduetion of new 'hlo<'k*huster' drug.s. is 


.Mar!>lku troUi. r*i al.. "Mnlicare Vdxiiila^e 201 1 lUiru ••|m(lighl.'* usliiii^hm. DC: 

Funiily Fooiidiilinit. October 2010. (Pnblicalioii no. 81 IT. 

Inip://nu w.kn.nrt«/mef]ii-urc/ni>l».njynU 7.|nlt 

Driao HiIch. Oiftcllc (!asillaF>. tfracc trnolil. and Stuart (ottlcrniun. "MiMltcarc Pri^ ate Plan 
uiiil Mcdiciirc Fec*l'or*M‘rM'cc Do Private Pbiii^ Coei Lest* tluuj Mctlicun* Fci-lor* 

nrw Findings from Nrw I lata.'* 20 SejncndnT20l 1; Brian Bile*- and thM*llr Casillai^ 
**Mctlicarc Vd^'untatfc Plan Costs and MiHlicarc FFSCob1.h: Hcncficiarv Wcialited. Job' 2000 
Data." lO April 2012. Pror ided by ld>ile.-»io itwii.edu . 
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liardly a rauM* Tor reli'hratioii. i\rw ilriigs havr broii^^ht hrnrfits pveii larji^r lliaii ihrir roslK.. 
Tlio Ollier triMul — l lie grow lug use ofgeiierirs — lias been gocMl news. The Metlieare driigprografii 
tiiav have aeeelerateil llie sbift (o generies ami., thus, deserve some eredit for the ireiid. Rut the 
sirn|de faet is that Medieare part 1) costs have been lower than was estimated h\ a liil less ihan 
ibe cost of noii>!Medieare drugs have been below estimates made at the same time.'^ 

In any event, drug costs are not the only eriterioa tor evaluating Medicare part 1). Of'eipial 
importance is whether cnrollees in Mcilicure part 1) choose the plans tlial best meet their needs. 
Recent n'seanrh suggests that they do not. Ry over-weighting premium costs relative to 
protei'tioii against risk, eiiridlees are choosing jdatis that do not pro\idc them optimal 
protection.*' They could improve their own weirarc by choosing plans that cost a bit more up 
Iroiit, hut prov idc more prolcclioii against licav v drug m'cds. 

Erosion of Hvnpitts . Many vears ago. when Rob Reischaucr and I lloalcfl the prcrniiim 
support idea, triciids who supported traditional Medicare warned that v oiitdiers. with or wiihuiiL 
our proposed safeguards, were a had idea. V ouchers. they warned, are subjeet to erosion in sk 
wav that a tlermed-hiuieftt plan is not. ll is polilieullv liardi'r. they argued, to chop orraspecifii? 
medical benellt — say* h> limiting access to skilitMl musing facilities or by capping the number 
of doctors visits permitted euitli year — ibaii it is to shave a vouelier. Wbieh is more difneull is 
of course, a matter of political judgment. Rut the many positions taken b\ the chairman of the 
llous4* Rudget Oommitlce give me pause. Mr. Ry*aii has supporle<l plaii.s that would lie the 
value of vouchers, variously, to the growth of gross <loiiicslie proiliicl plus 1 pereeiil (iik 
proposals pul forwaril jointiv by Mr. Rvaii and both Senator Hon \X yden and my eolleagin% 
Alice Rivlin), to the growth of gross doincslic product plus W perictilagc point (this years 
Rndgcl (a>miiiillcc proposal), or the consiiiiier price imicx (last year's hudget proposal). The 
implications of these proposals ov'er a period of many vears are vastly* different hccaiise of the 
inexorable force of coiiiponiid interest. Rven if one were prepared to di.srcganl the inaiiv other 
elements that would — or should — go into a serious premiiiiii support plan, the ‘priiieiple’ 
involved in plans with such widely divergent adjustment foriiiulas is so elastic that there is. in 
fuel, no core principle at all. 


The Medieare program has succeeded in its fiindameiilal goal of bringing standard care Ut 
V iilnerahle populations, ll has innovated in designing iiev^ pay ineiUs systems, ll promises in 
he something of a hammier in forging reforms in the health care payment and delivery system. 


lubviti b, Purk. *‘Lower'liiaii*«'V|HTt»‘«l Mntieare (Irup lhs#!** reflerl ilerJiiis iti overall tlriiy 
«|ien(liua ati<l lower Riin>lliiient. nut priv ale plun^." Vtasbinghai. DC!: Ceuier on Uudgel and 
Polii'V Priori! U».0 May 2011 litt|t://w wv\.i;biM>.org/l1lrW3»0»lJ tieattU.iMjf . 

J. Abaliii'k aad .1. C* niber, "(dioiee iiieunMHteneieh nuioiig tbe elderly: evidence Croiii plan elioiee 
in like Mtsiieare Purl 1) program." Iiiiniino tlrunomtr /Cer/eir, 201 hlOl, pp. t l(U>>210. 
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AikI if has dclivf’mi raro at rosts that arr a hit hmi>r ihiui have privali* plans. Still, 

ailjuslnifMits in iho MiMlicun* progruni ran iiiiprovr iu opt'raliori. (vivt'ii llu* purpose ol’ihi.^ 
hearing, this is iiiit the place to examine those changes in great detail. But 1 will list a few. 

1. The Medicare Moderiiizatiun Act shifted payineiit for drugs for dual eligihlej^ fronn 
Medicaid to Medicare. The liope was that private pharnmceiilieal henenis managers would 
negotiate well enough to hold <lown costs. They haveirt. The result in.stead has heen a sharp 
rise in the cost of ])ro> idiiig tlrugs to diialeligihles. Various eomuiissions and the president have 
proposed changes that w<Md<l recapture all or most of those savings. Tin* savings would exceetll 
$100 hillioii over ten \ears. 

2. The announceiiieiil id' these hearings correcllv pointed out that Medicare retains a 
stnicture eoiiiinon in l%0s private iti.siirance. Comhining parts .A ami B would have certain 
advantages. That said, simply imposing a single dediictihle and single eosi sharing formida lor 
hoth parts would hotist eo.sts for itiosl erirtdiees, mariv of whom have \er\ low incomes ami can 
ill afford higlier prtuiiiiims. 1 1 woidil also violate the prineiples <d' vahic-hn.sed in.suratice d(^sign. 
\V iiile change is desirahle. the fctriri that change should take remains unelear. W Idle eliatige in 
the pari V/part B structure is desirultle, its exact form remains li» he designed. 

3. Medicare spends loo little on ailmiiiislralion. W ith a larger admini$lrHlive Itiidgel. 
.Medicare emdd do a better job of rooting out fraud and «ave the taxpayers far more than the 
small increase in the etiforceinetil hiidgel costs. Similarly, when Mi'dieare approves a new 
proeednre or trealmcnl for speeilled situations, it now has loo few adininislrative resources In 
make sure that guidelines are used. The result i.s overuse of new ircutmeiils in siliialioii.s where 
approv al is not granted and where evidence of effect iveiiess is lacking, (luirenl restrictions on 
the CMS adininislrative hmigel are peiifiV'wise economies that cheat both the taxpayer amt 
Mcilicare eiirollees.*^ 


ConeliiHioii 

The L.S. health care system hadiv needs reform. Our payment Kvstem reward.s quant ily 
rather than quality. W e waste huge sums on administration and al the same time neglect, 
admini.sirative out lays that could lower spemliitg and increase ipialiiy. Medicare is part of that 
system and therefore U iiifeeled hv nianv of those problems. But the problems of the I .8. 
health care .system arc not confined to or disproportionate in Medicare. Atlimlion should focus 
on systemic reform. The Affordable Cure Act lias .started us on tliat effort. 'I'bai law is not. 
perfect. In the course of its implementation we will learn a lot and encounter iiiiaiiticipaleiL 
effects that will cause us to change the law. But the simtessfiil implementation of healtli 


HiiLffi \. Urrsii*nn ajul .luliii IliilMlian. **Pn’.*«T^inji M»vlii-Jir»*: a |ira*iiral apprtiacii tn 
coiilrnlliii;! spi-iiding: titoeh atialyeis nl'iniiiitHlidli* lieultli polUry issues/'. W asliiiigloii. DC: 
I rhati Institute. Septeuiher 2UJ I ivw .urlmn.tiru/uiiloiiileilDiit'/'l J in<r- 

Metlii'urf- V»Pfa«-ti» nJ- \|)i»ruai-h->i».tiinUrn|t>iiv-S|H-mliiu-.jnir. 
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insiiraiirr «»xrhanprs is a ii4MM*s:iary j>m?oiu)ilioii for srrioiis roiisidrratiuii of a voiirhrr syslrnu 
To bull ahead with a vourhrr plan of any stripe, before we have in piaee henllh insnranee 
exebanges. an (^sential eleineni if siieli a plan is to sorceeil. would be rash aiul irresponsible. 
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Chairman MERGER. Thank you, Mr. Aaron. 

Senator Breaux, I think it is important to get this out of the way 
right at the beginning of this hearing. Do you think premium sup- 
port will “end Medicare” as we know it as some have claimed? 

Mr. BREAUX. I think the whole debate politically about ending 
Medicare as we know it, I think we want to change Medicare. We 
want to keep Medicare. I think we want to improve the delivery 
system. I think everybody is committed to having the Eederal Gov- 
ernment provide adequate quality health care for our Nation’s sen- 
iors. But we don’t have to do it under a delivery system that was 
formed in 1965. Just like my Chevy II, things have changed, things 
have improved, so our recommendation is that we keep Medicare 
of course, it is a great program, but change the way it is delivered 
to our Nation’s seniors so they get a better deal, a better product 
at a better price. 

Chairman MERGER. So then you would say that premium sup- 
port does have the potential to improve the Medicare program and 
shore up its long-term finances by harnessing private sector inno- 
vations? 

Mr. BREAUX. My answer would be yes, but you don’t have to 
take my word for it. Look at the things we have done in the areas 
where we implemented premium support. Medicare Part B is a 
classic premium support system. The government helps pay for it, 
and they help set it up with the private sector competing for the 
right to deliver the product. Let me suggest it is a program that 
is more popular today than the Congress that wrote it, and I in- 
clude myself in that group because I was there. The seniors love 
it. 

Second, the second example is even better, every one of us up 
there and me have a premium support Eederal Employees Mealth 
Benefits Plan, that is a classic premium support. People can choose 
from, they can continue fee-for-service if you want to stay there, 
but the Eederal Government sets up a premium support. We have 
the Office of Personnel Management guaranteeing that everybody 
that participates can deliver the product and negotiate for the 
price. That combines the best of what government can do with the 
best of what the private sector can do. So don’t take my word, look 
at the two times we were able do this, and I would think you would 
agree it works very well. 

Chairman MERGER. Mr. Antes, I think it is important for all of 
us to focus on what the Medicare program is facing today. The 
Medicare trustees released their 2012 report just this week. When 
do you expect the Medicare hospital insurance trust fund to go 
bankrupt? 

Mr. ANTOS. Well, I rely on the trustees, who are the Secretaries 
of Treasury, Labor, MMS and two public trustees, and they rely on 
Mr. Eoster, who is the Chief Actuary. If current law is actually im- 
plemented, which means major cuts in payments to hospitals and 
other Part A providers, then their projection is that the Part A 
trust fund will run short of funds by 2024. Mowever, under other 
assumptions it would be much earlier than that. And in fact under 
the so-called high cost assumption that the trustees also present, 
it is 2016. 
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Chairman HERGER. So even with the projections that we were 
to make these major cuts, which most dealt very much we would 
make to hospital, what with the bankruptcy — you say 2024, what 
was the bankruptcy date in last year’s Trustees’ Report? 

Mr. ANTOS. 2024. So some people say that we’ve held our 
ground. Another way to look at it is we are 1 year closer. 

Chairman HERGER. In other words, we are 1 year closer, as you 
mentioned, to this looming, addressing this looming problem. 

The trustees stated that Congress and the executive branch 
“must work closely together with a sense of urgency.” In other 
words, now is the time to address significant reform of the Medi- 
care program. 

Do you agree with this assessment? 

Mr. ANTOS. Yes, sir, it is absolutely vital. 

Chairman HERGER. Ms. Rivlin, the plan you worked on with 
Senator Domenici is similar to the 2013 House passed budget as 
private plans that compete against traditional fee-for-service Medi- 
care. 

Can you please explain how this competition will control costs, 
not only for the beneficiaries enrolled in the private plans but also 
for traditional Medicare? 

Ms. RIVLIN. Yes. On a structured exchange where you can real- 
ly see, where the consumer can really see what the choices are, the 
plans that participate would offer their wares and they would have 
to agree to take everybody who wanted to join their plan and to 
give actuarially equivalent benefits to fee-for-service Medicare and 
they would be competing directly with fee-for-service Medicare. 
There are lots of new innovations in how you treat people, includ- 
ing people with chronic diseases and there is evidence that plans 
can offer better services and bring down the cost of treating Medi- 
care beneficiaries. We believe that would happen and that through 
the bidding process the cost of the plans would maybe not come 
down, but not increase as rapidly as they otherwise would. And 
that fact that the government contribution would be slowed would 
be of benefit to everybody, including those in fee-for-service Medi- 
care. 

Chairman HERGER. In other words, quality could be higher, 
service could be higher, but the cost could be more? 

Ms. RIVLIN. Yes, we think that would be true. Fee-for-service 
Medicare would compete and would probably get better over time 
because otherwise people would leave it. But there is a lot of evi- 
dence that fee-for-service doesn’t coordinate care very well. I am a 
Medicare beneficiary. I watch this happening and the coordination 
among providers is terrible. If you are looking at comprehensive 
capitated plans, whose responsibility is to take care of everybody 
in that plan, you are likely to get better results. 

Chairman HERGER. Thank you very much. Mr. Stark is now 
recognized for 5 minutes. 

Mr. STARK. Thank you, Mr. Chairman. Mr. Aaron, would the 
Medicare Trust Fund become insolvent sooner under the Repub- 
lican plan to repeal ACA? 

Mr. AARON. The ACA contained many provisions that extend 
the life of the Medicare Trust Fund. It was a major improvement 
in the financial status. There can be — is grounds for legitimate de- 
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bate about whether every element of the ACA is going to be en- 
forced down the road, but there are additional revenues and a host 
of payment reforms that are designed to lower cost with scorable 
savings and others that while not scored by CBO contain virtually 
every idea for payment reform that analysts have come up with. 

Mr. STARK. I have a letter from CMS that indicates that with- 
out the ACA the trust fund would expire 8 years earlier, and I 
would ask the chairman to make that letter a part of the record. 

Chairman MERGER. Without objection. 

[The letter from CMS follows: The Honorable Pete Stark] 



53 


DEPARTMBNT OP HEALTH * HUMAN SERVICES 
Centers for Medicare & Medicaid Services 
Room 352-G 

200 Independence Avenue, SW 
Washingtoi\, DC 20201 
Office of Communications 



ONWiS hrMeVtCM£ i MflHCAtP SmOS 


CMS NEWS 

FOR IMMEDIATE RELEASE Contact; CMS OITice of Media Relations 

Monday, April, 23. 2012 (202) 690-6145 


Medicare Stable, But Requires Strengtheninf> 

The Medicare Trustees Report released today shows that the Hospital Insurance (MI) Trust Fund 
is expected to remain solvent until 2024, the same as last year's estimate, but action is needed to 
secure its long-term ftiture. In 201 1, the HI Trust Fund expenditures were lower than expected. 

Without the Affordable Care Act, the HI Tnisl Fund would expire 8 years earlier, in 2016. The 
law provides important tools to control costs over the long run such as changing the way 
Medicare pays providers to reward efficient, quality care. These efforts to reform the healthcare 
delivery system are not factored into the Trustees projections as many of the initiatives are just 
launching. 

“The Trustees Report tells us that while Medicare is stable for now, we have a lot of work ahead 
of us to guarantee its future," said Acting CMS Administrator Marilyn Tavenner. ‘‘The 
AITordabIc Care Act is giving CMS the ability to do this work, with tools to lower costs, fight 
fraud, and change incentives so that Medicare pays for coordinated, quality care and not the 
number of services." 

The report projects that the Supplementary Medical Insurance (SMI) 'frust Fund is financially 
balanced because beneficiary premiums and general revenue financing are set to cover expected 
program costs. Spending from the Part B account of the SMI trust fund grew at an average rate 
of 5.9 percent over tlie last 5 years. 

SMI Part D, the Medicare prescription drug program, had an average growth rate of 7.2 percent 
over the last 5 years. Cost projections for Part D are lower than in the 201 1 Trustees report, due 
to lower spending in 201 1 and greater expected use of generic drugs. 
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III expendilurcs have exceeded income annually since 2008 and are projccled to continue doing 
so undercurrent law in all future years. Trust Fund interest earnings and asset redemptions are 
required to cover the ditTerence. HI assets are projected to cover annual deficits through 2023, 
with asset depletion in 2024. After asset depletion, if Congress were to take no further action, 
projected HI I'rusl Fund revenue would be adequate to cover 87 percent of estimated 
expenditures in 2024 and 67 percent of projected costs in 2050. In practice. Congress has never 
allowed a Medicare trust fund to exhaust its assets. 

The financial projections for Medicare retlccl substantial cost savings resulting from the 
Affordable Care Act. but also show that further action is needed to address the program's 
continuing cost growth. 

The Medicare Trustees are Treasury Secretary and Managing T rustee Timothy F. Geithner, 
Health and Human Services Secretary Kathleen Sebelius, habor Secretary Hilda L. Solis, and 
Social Security Commissioner Michael J. Asirue. Two other members arc public representatives 
who are appointed by the President, subject to confirmation by the Senate. Charles P. Blahous III 
and Robert D. Reischauer began serv'ing on September 17, 2010. CMS Acting Administrator 
Marilyn B. Tavernier is designated as Secretary of the Board. 

T he report is available at: httos://www.cms.eov/ReoortsTrustFund5/downloads/tr2012 pdt 

m 
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Mr. STARK. If we had vouchers, or whatever you want to call 
premium support things, the Medicare would stop being a defined 
benefit plan and become a defined contribution plan, would it not? 

Mr. AARON. That is exactly what I meant in my opening com- 
ment about who bears the risk if costs rise more than are antici- 
pated. 

Could I inject one comment which I think is important? 

Mr. STARK. Please. 

Mr. AARON. The statement has been made a couple of times 
that Medicare is the same as it was 47 years ago, that just isn’t 
true. 

Mr. STARK. You are right, I remember the change. 

Mr. AARON. It has evolved in a number of very important ways. 
It has pioneered in payment reform with the DRG system with re- 
spect to payment. And as various people have noted, it does contain 
in one form or another, we may like it or not, the options for indi- 
viduals to choose among a large number of competing private 
plans. 

Mr. STARK. I have always suspected it was Republicans, but you 
know these guys who march outside with the billboards over them 
saying the world’s going to come to an end. They have now crossed 
that out and say that Medicare is going to come to an end in 2024 
or whatever — 12 years. I can remember when those signs said it 
was going to end in 1 year. And I can remember years when the 
trustees report said we had 20 years. 

But the fact is that to change the existing — the life of Medicare 
costs relatively so little to the population at large, I believe that the 
figure to extend the solvency of Medicare beyond the 75-year target 
that people have talked about would cost less than say a 3 percent 
total increase in the premiums or lifting the cap or doing a host 
of those types of things, so that it hardly seems unless you so 
strenuously object to anything that sounds like a tax or a fee, 
which many of my colleagues do, but if you are willing to ask the 
public who will benefit from this plan to pay a reasonable amount 
over their lifetime, I see no reason that it can’t be extended forever 
without hurting job growth or putting the country further into def- 
icit. Does that make sense to you? 

Mr. AARON. Yes, it does, but I would modify it in one direction. 
I haven’t a clue what is going to happen in the health care world 
in 50 or 75 years. What is science going to produce, what will be 
the impact on longevity? In my view, trying to look 50 or even 75 
years ahead, with respect to health care, pensions are different, 
with respect to health care in my view is a fool’s game. And it was 
a bad day when the actuaries were required to look 75 years ahead 
in the case of health care. Look 25 years ahead, that is quite a long 
time and there is a lot of uncertainty within that. Over that period 
you could close the Part A trust fund gap with an increase in pay- 
roll taxes of .35 percent each on workers and employers, or more 
cost sharing on some Medicare beneficiaries, or additional payment 
cuts through what we would hope backed up by improvements in 
delivery, which is one of the goals of the Affordable Care Act. 

So I think the idea that Medicare is standing on the brink of a 
dangerous precipice for as far ahead as it is reasonable to look is 
simply incorrect. 
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Mr. STARK. Thank you. The 75-year target doesn’t bother me 
much, but I will come back and ask Mr. Merger, he will find out 
what it is like. Thank you, Mr. Chair. 

Chairman MERGER. Well, I would agree to a degree we have a 
tough time estimating what is going to happen next year, let alone 
5 years, 25 , 75 years, but one thing we do know, 10,000 Baby 
Boomers are now going on Medicare every day and that is some- 
thing we are aware of. And again we have to hopefully in a bipar- 
tisan way work together to solve this so it does remain stable for 
our children and our grandchildren. 

With that, Mr. Ryan is recognized. 

Mr. RYAN. Thank you, Mr. Chairman. You know, I hesitate to 
say this, but. Dr. Rivlin I think I agreed with everything you said 
in your opening statement. And the reason I hesitate is every time 
I say something nice about a Democrat it gets them in trouble, 
they get viciously attacked. So in light of Mr. Stark’s opening state- 
ment and comments, I am considering making really nice com- 
ments about you. See if I can direct it over from Alice to you. So 
I will be working on that. 

Look, there seems to be this attempt to undermine premium sup- 
port and how it came to be. Let’s remember that it started as a 
Democratic idea. We have the grandfather of the original idea here, 
the author in Congress of its last iteration here. And so there is 
clearly room for the two parties to talk to each other about this 
issue. If we could just calm down a little bit, we might be able to 
save this program. 

Recently I worked with Ron Wyden. I know that is a name. I 
probably got him in trouble right there saying that. 

Mere is what Ron Wyden tells me — first of all I think if we want 
real lasting Medicare reform in my judgment it does have to be bi- 
partisan. So here is what a Democrat, Ron Wyden, tells me: Demo- 
crats can’t support a proposal that does not have an ironclad Medi- 
care guarantee. It must maintain traditional fee-for-service as a 
viable option. It needs to guarantee affordability for the Medicare 
consumer and protect the low-income. It must have strongest con- 
sumer protections for seniors and aggressive risk adjustment to 
protect the marketplace. 

So this is what a Democrat in good standing and Member of the 
Einance and Budget Committee in the Senate tells me are sort of 
the essential principles for premium support to move forward. 

That seems hardly irrational to me. That, to me, strikes me as 
these are ideas we should talk about with each other and there is 
plenty of room for conversation with one another, and we ought to 
have that conversation. So I think we need to put this in perspec- 
tive. 

This is a program that is going bankrupt. We have the actuary 
come here all the time, whether it is the Budget Committee or the 
Ways and Means Committee, telling us providers are going to leave 
the system, they are going to stop seeing Medicare beneficiaries, 
the trust fund is going bankrupt. All those things are known to us 
now, and it is just so much smarter given that 10,000 are retiring 
every single day to get ahead of this problem and prepare the pro- 
gram so that it can be a guarantee that is not only there for today’s 
seniors, but for tomorrow’s seniors. 
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There is one thing, Dr. Rivlin, that you convinced me of from all 
our conversations over the years on this, that we modified our plan 
for this, and that is competitive bidding. It seems to me a far 
smarter way to set the rate system. Give me a quick synopsis of 
why competitive bidding is superior, what are the attributes to it, 
and how you propose to set it up, the second lowest plan bid and 
the like? 

Ms. RIVLIN. Yes. I think competitive bidding among plans, in- 
cluding fee-for-service Medicare, in a regional exchange, and by “re- 
gional,” we mean a metropolitan area or a large rural area, how 
this would work is the plans would offer their plan and bid on the 
opportunity to serve Medicare beneficiaries with the same benefits. 
And the second lowest bid would determine the government con- 
tribution. If you chose the lowest bid plan, you would get the 
money back. If you wanted to go higher up the scale, you could. 
You could choose a more inefficient plan or one that offered addi- 
tional benefits for higher cost. 

But most people would look at how can I get these benefits at 
a cost that I can afford. And the government contribution at the 
second lowest bid would then mean if you are in fee-for-service 
Medicare, you would have the option, if that plan was higher, of 
moving to one that cost you less and getting the same benefits. 

There would be parts of the country where the fee-for-service 
plan might be the best plan and you could stay there, or other peo- 
ple in other plans could move there. But it seems like a good bet 
for offering seniors comprehensive services at the best possible 
price. 

Mr. BREAUX. Can I add something just really quick to that. 
Congressman Ryan. And that is the point that in some rural areas 
you may not have competition, so you have to take steps to protect 
rural areas where there may not be any competition. And we did 
that in Breaux-Frist by saying that no beneficiary would have to 
pay more than the current Part B premium for his standard plan. 
So you can take care of those areas where there may not be suffi- 
cient competition to really create a competitive model. 

Mr. RYAN. Five minutes goes fast. Thank you. 

Chairman HERGER. Thank you. Mr. Gerlach is recognized for 5 
minutes. 

Mr. GERLACH. Thank you, Mr. Chairman. 

Dr. Rivlin, looking at your testimony and specifically quoting you 
to say I believe a well-crafted bipartisan bill that introduces a pre- 
mium support model while preserving traditional Medicare can 
help achieve these goals, and then you go on to say that the 
Domenici-Rivlin proposal is very similar to the bipartisan proposal 
presented by Chairman Paul Ryan and Senator Ron Wyden in De- 
cember of 2011. 

So as a result of that testimony, I would take it then you con- 
sider the Ryan-Wyden plan to be a premium support plan, is that 
correct? 

Ms. RIVLIN. Yes, I do. 

Mr. GERLACH. Okay. And since the Ryan-Wyden plan was in- 
corporated into the House Republican budget and passed a few 
months ago, therefore that plan as passed % the House is a pre- 
mium support plan, is that correct? 
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Ms. RIVLIN. Yes. I think there are some differences between the 
plan put in the budget. A budget resolution is just a budget resolu- 
tion. It isn’t a draft of a Medicare law. 

Mr. GERLACH. Correct. 

Ms. RIVLIN. So it is a bit elliptical. And I would stick with my 
statement that I support Ryan-Wyden. 

Mr. GERLACH. As I think of the word “voucher,” I think of a 
situation where government would provide a payment to a private 
citizen, either cash or some sort of check form of payment, and that 
citizen would take that and then purchase a product or a service 
with that money received from the government. Is that a typical or 
rational definition of what a voucher is? 

Ms. RIVLIN. That is what a voucher means to me, and premium 
support as we define it is definitely not a voucher. You don’t get 
a check from the government, you get a choice among plans and 
the plan gets a risk-adjusted payment, a payment that reflects your 
age and health condition. And you don’t even know what that is 
as the individual bidder, as the individual beneficiary. That is be- 
tween the government and the plan. 

Mr. GERLACH. So the Domenici-Rivlin proposal was not a 
voucher program, correct? 

Ms. RIVLIN. No, it was not a voucher program. 

Mr. GERLACH. And the Ryan-Wyden proposal was not a vouch- 
er program. 

Ms. RIVLIN. Not as I understand those terms. No. 

Mr. GERLACH. Thank you so much. I yield back. 

Chairman HERGER. Thank you. Mr. Thompson is recognized. 

Mr. THOMPSON. Thank you, Mr. Chairman, and thanks to all 
the witnesses for being here. 

I am a little heartened actually. There seems to be a lot of agree- 
ment. Everybody agrees we need to fix Medicare, we need to make 
it work, and so that is the best news I have heard on this topic 
for a long time. 

I would submit, Mr. Chairman, that it might be helpful as we are 
looking at this if we had a plan in front of us. We have heard a 
lot of criticism about Mr. Ryan’s plan. We have heard criticism 
about the Ryan-Wyden plan. We have heard those who are pro- 
ponents of that suggesting that maybe it is not what the critics say 
it is. It would be good if we had a plan. We could actually see the 
details of that plan and be able to get down in the weeds and look 
at it. Until that happens, we are just going to maybe be spinning 
our wheels. 

But I do know a couple things for sure. I know that as I travel 
my seven county district, that includes both rural areas. Senator 
Breaux, as well as urban areas, I hear a lot from the people that 
I represent about Medicare and what they think about Medicare. 
And I hear them tell stories juxtaposing the Medicare they have 
today vis-a-vis what their parents or grandparents had, and it is 
clear, and I hear it all the time, they like what they have now with 
Medicare. They like that. 

Now, I hear criticism of Medicare. I hear people say don’t cut my 
benefits, and I also hear people say keep your government hands 
off my Medicare, which is one that I always kind of chuckle at, be- 
cause I guess everyone hadn’t gotten the memo yet that Medicare 
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is, in fact, a government program. But I have never heard anybody 
say please, please, go to a voucher system, do away with my de- 
fined benefit program. And I don’t think I am in the minority 
there. The Kaiser Family Foundation did polling on this, and I 
think 70 percent of the people agree with that. 

I think we really need to keep in perspective the fact that pro- 
viding health care to seniors and to people with disabilities isn’t a 
huge money maker. It is not a huge money maker. And I think 
that it is important that we note, and I am glad that Mr. Antes 
pointed out the fact that he puts great belief and credit in what 
the trustees say. I want to reiterate what Mr. Stark said. The 
trustees just said that accountable CARE Act lengthens the life of 
Medicare by 8 years, and the CBO has said that if we put in place 
my friend Paul Ryan’s proposal, they project that the total health 
care spending would grow faster under that proposal and for the 
typical 65-year-old, there would be an increased cost between 50 
and 66 percent. 

Mr. Aaron, could you comment on the effects to society of health 
care spending growing that fast and what would it do to the, not 
only health care, but to the greater economy? 

Mr. AARON. I don’t think there is a lot of difference among the 
four witnesses on the fact that rising health care costs are a prob- 
lem in this country. They squeeze public budgets, they squeeze pri- 
vate compensation. For that reason, systemic health care reform is 
the key to moving ahead. I think there is a serious risk of trying 
to screw down on the costs of just one element, even a large and 
significant element such as Medicare, while not attending to the 
rest of the health care system. 

For that reason, I think that the key now, the most important 
thing to do now is to move ahead with systemic health care reform. 
The law of the land is the Affordable Care Act. Nobody I think re- 
gards that law as perfect in every way. We are going to learn new 
things as it is implemented and we will probably change it down 
the road. 

But the first job is to make, to the best of our ability, to make 
that system work. To the extent that we do that, we then should, 
in my view, be open minded and willing to come back in future 
years and consider whether changes such as the ones that are 
being proposed here today should be enacted and implemented. But 
I think now is not the time to do that. 

Mr. THOMPSON. Thank you. My time is expired. I yield back. 

Chairman MERGER. I thank the gentleman, and I just would 
like to emphasize that as our witnesses pointed out, the trust fund 
is going bankrupt in 2024. The trustees indicated it was going 
bankrupt in 2024 last year. That means we have 1 year less than 
we did a year ago. So this is something the sooner we begin on a 
bipartisan manner working on this, and not using hopefully scare 
terms like “voucher.” I don’t know of anyone except a few people 
on the other side that are using that term. The purpose of this 
hearing is to talk about premium support, which is a bipartisan 
suggestion on how we might be able to fix the system and preserve 

it. So I would just like to make that point. 

With that. Dr. Price is recognized. 
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Mr. PRICE. Thank you, Mr. Chairman, and I want to commend 
the chairman for holding this hearing, and I want to also recognize 
and commend the chairman of the Budget Committee, Mr. Ryan, 
for his work within our conference in educating people about the 
need for reform, but also the positive nature of premium support. 

I also want to thank each of the panelists. You all have put real- 
ly a life’s work into many things, but not the least of which is posi- 
tive suggestions and reforms for our health care system. As a phy- 
sician, I can tell you that folks are hurting out there, not just pa- 
tients and not just doctors. There are real challenges in the current 
system that we have. 

By way of clarification and to make certain that folks understand 
that our proposal is a guaranteed proposal for seniors, it is stated 
in all of the communication that we have. It is also stated in the 
legislative language. It is a guarantee. So seniors need to appre- 
ciate that what we are trying to do is save and strengthen and im- 
prove Medicare in a positive way. 

There has been some talk about what is Medicare going to look 
like in 25 years, in 75 years, what the finances are going to be. I 
want to share with you just what the current system looks like out 
there in the real world. 

The status quo is clearly unacceptable. There are new Medicare 
patients. We talk about 10,000 folks reaching retirement age or 
getting on Medicare every single day. If you are in a community 
and you are currently a non-Medicare patient reaching Medicare 
age tomorrow, and you are currently being seen by a physician who 
does not see Medicare patients, the challenge that you have in find- 
ing a doctor to see you as a Medicare patient is huge. The difficulty 
of new Medicare patients to find a physician seeing new Medicare 
patients is massive. 

The physicians out there are going crazy with this current sys- 
tem. It doesn’t make any sense at all, and it is more and more on- 
erous, more and more difficult to be able to just care for patients. 
One out of every three physicians in this country limits the number 
of Medicare patients that they see. One out of every eight physi- 
cians in this country sees no Medicare patients at all. That is not 
a system that works. So we need to find a positive solution, which 
is what we have been trying to put forward on our side of the aisle. 

Ms. Rivlin, I was encouraged by the tenor of your testimony and 
commend you for the work that you have done in the area of pre- 
mium support. You mentioned that your proposal differs some from 
the Ryan-Wyden proposal, and when I got to that area of your tes- 
timony, which wasn’t in your spoken testimony but was in your 
written testimony, one of the areas that you differ with the Ryan- 
Wyden proposal is that you believe we can move to a premium sup- 
port system for seniors sooner than is in our proposal. Is that cor- 
rect? 

Ms. RIVLIN. That is correct. 

Mr. PRICE. And would you expand on that? Our concern was 
that if we didn’t what we call grandfather the grandfathers, that 
we would not only take political heat, but the challenge of moving 
in that direction that quickly would be too great. Please help me 
understand why you think we can move there sooner? 
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Ms. RIVLIN. Because we preserve traditional fee-for-service 
Medicare as the default option. I mean, it does grandfather any- 
body who is in it, and it is a permanent option. If you reach that 
age you are in it, unless you opt into something else. And we be- 
lieve that the changes that would take place in the competitive bid- 
ding are substantial challenges, but they could be met by, say, 
2018. We will have some experience in setting up exchanges under 
the Affordable Care Act by then, and there is no reason not to start 
sooner and let everybody have a choice. 

You can view this as an improvement on Medicare Advantage 
that makes the competitive bidding — introduces competitive bid- 
ding and makes Medicare Advantage more accessible and better, 
and if you do it that way, it is not such a big deal. 

Mr. PRICE. I want to thank you for that. And we will go back 
and scrub our numbers, but I want to thank you for what hopefully 
will be the genesis of a new found bipartisan opportunity to move 
forward and save and strengthen and improve Medicare by pro- 
viding for those choices, but guaranteeing that seniors have the op- 
tion of remaining on the current Medicare. 

Thank you, Mr. Chairman. 

Mr. STARK. Would the gentleman yield? I happen to be a fan 
of his bill to get rid of this idea that if a physician doesn’t take 
Medicare, they are out of the system for 2 years. I join with him 
in trying to see that we get that changed, because that doesn’t help 
anybody. You are to be credited for seeing that and trying to 
change it. Thank you very much. 

Mr. PRICE. Thank you, Mr. Stark. I may fall into the category 
of Mr. Ryan, though. If I start saying nice things about you, we 
may all be in trouble. Thank you very much. 

Chairman MERGER. Mr. Kind is recognized. 

Mr. KIND. Thank you, Mr. Chairman, and thank you for holding 
this hearing. And I want to thank the witnesses for your testimony 
here today. 

Senator Breaux, this is always a delight to hear you and your 
comments. But just for the record, I still have a ’68 Chevy Malibu 
convertible that I love to drive around. And it is one of those cars 
where you can get under the hood and do your own tune-up and 
oil changes, and you don’t have to be a computer whiz to do it. And 
my guess is that if you asked the typical senior in Medicare, they 
feel kind of comfortable with the Medicare system right now, and 
they think it is essential to the quality of their life. They want to 
see improvements made, but they also don’t want to see it deci- 
mated. 

I am one of those dwindling breeds here apparently in Congress 
these days, a moderate, centrist Member of Congress trying to find 
different pathways forward, hopefully in a bipartisan fashion, to 
address the challenges of our time, and I can’t think of a bigger 
challenge than the dysfunctional health care system and the im- 
pact it is having not only on people’s lives, but on our budget and 
our national finances. 

I have been encouraged listening to a lot of your testimony be- 
cause there appears to be a lot of agreement on the panel today 
that a lot of the tools that we put in place in the Affordable Care 
Act need time to move forward. Delivery system reform, so we get 
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better integrated, coordinated care leading to better outcomes; pay- 
ment reform so it is value-based, not volume-based. 

In a lot of respects, this hearing and this discussion we are hav- 
ing is premature, and Mr. Aaron and I agree. I think the Afford- 
able Care Act needs a chance to move forward to see if this stuff 
works before you can actually have a serious conversation about a 
voucher or a premium support plan, and who ultimately is going 
to bear that risk. 

But I have always been interested in just three things when it 
comes to health care reform: Better quality of care for a better 
bang for the buck, and making sure that all Americans have access 
to that type of care in this country. And how we get there is some- 
thing that we have to continue to talk about. 

But one of my concerns with the Republican budget proposal and 
their voucher or premium proposal is the risk in and who is going 
to bear it. But a bit of a parochial concern that I have from the 
State of Wisconsin, we have traditionally historically been one of 
the lowest Medicare reimbursement States in the entire Nation. 
We share that with the Pacific Northwest and some other regions. 
And under their proposal, apparently the rates will get locked in 
at the lower of either the current fee-for-service reimbursement 
rate, or the second lowest plan in that region, which would guar- 
antee in Wisconsin that our providers are locked in at the lowest 
Medicare reimbursement rate, which they are struggling to live 
under today, which tells me that they are going to have to continue 
to cost shift the inadequacy of Medicare reimbursements on to the 
backs of businesses large and small, on to the backs of private 
health care plans. 

Mr. RYAN. Will the gentleman yield? 

Mr. KIND. In a second, so I can make my point. 

This will not only continue the death spiral that our health care 
providers are experiencing in the State of Wisconsin, but the death 
spiral that businesses in Wisconsin are facing with rising health 
care costs because of the cost shifting that is currently impacting 
them, making it harder for them to compete, not only at home, but 
globally. And it does not make sense that we go down this road, 
not until at least we find out whether delivery system reform and 
payment reforms actually have a chance of working. 

I have tried in my way to work in a bipartisan fashion in this 
Committee. Mr. Aaron, you pointed out that it is crucial that these 
exchanges have a chance to move forward and show whether or not 
they are viable or not. I have been the author in previous years of 
the SHOP Act, which was the basis for these health insurance ex- 
changes, and every year I introduced that proposal, I had an equal 
number of Republicans and Democrats on that bill. We put it in the 
Affordable Care Act and my Republican colleagues ran for the hills. 

I was one of the authors with Mr. Blumenauer on reimbursing 
our health care providers for counseling on advance directives. And 
every year we introduced that bill, we had at least five or six Mem- 
bers of the Committee, Republican Members, who were on that leg- 
islation. That was put in the Affordable Care Act and that turned 
into “death panels” and my Republican colleagues ran for the hills. 
So having that bipartisan conversation is difficult to have when 
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you have principles or issues that we had previously agreed on that 
suddenly divide us today. 

I agree with Mr. Thompson, Paul, that to have a serious con- 
versation, we need a plan. We need words on paper so we can actu- 
ally see, because we all know, and I think everyone on this panel 
would agree, that the devil is in the details on how any type of pre- 
mium support or voucher plan is ultimately structured. And we 
don’t have that. 

I talked to Ron Wyden too, and sometimes I feel like I am talking 
to two different people who are embracing the same type of plan. 
What Paul understands what the plan would mean, and what Ron 
Wyden understands sometimes they are talking past each other. 

So unless or until you put something on paper so we can truly 
analyze the impact of this what this is going to mean, all this is 
theoretical. 

Mr. RYAN. If the gentleman would just yield kindly, I will send 
to you and Mr. Thompson the plan that Senator Wyden and I coau- 
thored with our signatures, and I will send it over to your office. 

Mr. KIND. All right. But, again, I think, Mr. Aaron, I hear from 
you, and John, I think you testified too, that it is important that 
these delivery system and payment reforms as part of the Afford- 
able Care Act right now have a chance to continue to move for- 
ward. And if, for some reason, the Supreme Court or this body de- 
cides to overturn everything, I think that is just going to lead to 
an absolute state of chaos right now in the health care system that 
may take a generation to recover from if we go back to square one 
again. 

Thank you, Mr. Chairman. 

Chairman MERGER. Mr. Pascrell is recognized. 

Mr. PASCRELL. Thank you, Mr. Chairman. Thank you to the 
panelists. 

I have heard, and I said many times health care reform is enti- 
tlement reform. Eolks on the other side don’t want to hear that. We 
haven’t touched entitlement reform in the health care bill. I think 
that is utter nonsense. One-third of the health care bill is devoted 
to Medicare and Medicaid. It is very specific about the rec- 
ommendations, and those are recommendations that we should be 
considering if we weren’t trying to suffocate this legislation before 
it breathes fully in the next 2 years. 

Not only are we going to reduce costs for Medicare, but also the 
Health Care Act reduced costs for beneficiaries, unless you don’t 
agree with the CBO numbers. The majority’s attempt to repeal re- 
form and turn Medicare into, let’s not use a voucher program, let’s 
not use that word, I call it the more-out-of-your-own-pocket-folks 
program. I think that will hurt beneficiaries. And there is no doubt 
about it, this is going to mean more money out-of-pocket. No one 
has denied that. No one. 

So according to the CBO office, the Republican budget will dra- 
matically cut spending in Medicare for new beneficiaries by more 
than $2,200 per person per year. That is what the CBO says. And 
we conveniently use the CBO when they support our position, and 
then we tell them that they don’t know what they are talking about 
when it doesn’t support our position. And starting in 2030, by 
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$8,000, by 2050. If you want to talks about the future, let’s talk 
about the future. 

We don’t have to scrap the current system. In fact, as we are sit- 
ting here today talking about strengthening Medicare, the health 
care reform bill is already hard at work actually testing new pay- 
ment and delivery systems that will lead innovation not only for 
Medicare, but for the entire health care system. And let’s talk 
about that health care system. 

You are talking about competition. Let’s increase competition in 
terms of Medicare. We don’t have competition in the health care 
system. Many States have only two or three companies who write 
health insurance. Why don’t we do something about that? If we 
want to foster competition, let’s foster competition. We don’t merely 
mean it. This is — it is empty. These are words that we use back 
and forth. This is one-upmanship. That is all we are after. 

The basics of health care will be changed by the Health Care Act 
for the better of Americans. It will not be a socialistic system, 
thank God we graduated from that, since more insurance compa- 
nies will be involved in order for us to gain favor with the people 
that we are dealing with. 

You know, we are heading back to 1964. I am convinced that 
that is the direction we want to go in, when senior poverty was at 
the greatest since the Great Depression. That is where we want to 
go. Why don’t we just say that? We are using a lot of pretty words. 

Yes, you may shake your head, Ms. Rivlin, but I am telling you, 
we are marking time in place while many seniors are being stopped 
at the door because they are under Medicare. That is what we 
should be addressing. That is what we should be saying, enough of 
this. The health care system is not working. The health care sys- 
tem has been totally taken over by the health insurance companies 
of this country. You know it and I know it. We don’t have competi- 
tion. 

In New Jersey, what would do we have, three or four companies 
that write health insurance? This is competition? What is this com- 
petition? You say, so we will narrow it. Maybe next year we will 
have three companies. Maybe Co. C will take over Co. D. In how 
many States do we have only three or four or less companies writ- 
ing health insurance, and you want to put our seniors into that sit- 
uation? That is not competition. That is a joke. You know it and 
I know it. 

By the way, Mr. Aaron, I want to congratulate you on the work 
you have done. I know since I have been here for 16 years, you 
have been at the forefront of talking about these issues. These are 
critical issues for all of us. I know that it is not very popular to 
try to hold down out-of-pocket expenses. That is not a popular posi- 
tion, Mr. Aaron. But I don’t care whether it is or isn’t. You have 
done the right thing. I admire what you are doing. 

We have enough here to work with within the legislation to 
change Medicare, but let’s not throw away everything because we 
want to get to a few who will profit only. Thank you, Mr. Chair- 
man. 

Chairman MERGER. The gentleman’s time has expired. 

Dr. Boustany is recognized. 
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Mr. BOUSTANY. Thank you, Mr. Chairman. I thank you for 
holding this hearing. 

I think this has been a nice reprieve where we actually get to 
talk about policy, and I want to thank all the panelists here today 
for the serious work you have done over many, many years to ad- 
vance the debate and to advance real solutions to solving health 
care. 

Senator Breaux, let me publicly thank you for your many, many 
years of service to our State of Louisiana and our country and to 
your continued willingness to do this and to serve in a public ca- 
pacity to advance the debate in health care. 

Mr. Aaron, you raised the point about competition and the fact 
that it has not lowered costs. I would submit that we are really 
stuck right now between a price-controlled system and vastly im- 
perfect competition. We don’t really have the kind of competition 
that is necessary, both in the health care financing arena as well 
as in the delivery system aspect of this. And I think if we could 
get to more perfect competition there, we would see the advantages 
of lowering costs and enhancing quality. And that is coming from 
somebody who has had many years practicing in the health care 
system as a physician. 

I have some really deep concerns about the tilt toward price con- 
trols in this, which I think it is pretty indisputable that that is 
what we are operating under right now. And the problem is we al- 
ready have a serious shortage of physicians and nurses in this 
country, and if we continue on this path where we have seen — we 
are facing the cuts in sequestration, we have seen cuts year after 
year to providers, what is this really going to mean for access? Be- 
cause coverage does not equate to access to good high quality care. 

I know. Senator Breaux, you and I, actually even before I got to 
Congress back in the 1990s had serious concerns about trends we 
are seeing in the Medicare program whereby, for instance, as a 
heart surgeon, I would see a patient in the emergency room and 
do an emergency coronary bypass operation, and then in the after- 
math of all that, we couldn’t find a primary care physician to take 
care of the patient’s basic health care needs. I would have to get 
on the phone and start begging physicians in my community that 
I knew well and worked with to take on a new patient. And the 
whole issue was the cost. The cost of care and the cost to these 
physician practices is not being met by reimbursement. So if we 
can get to a system that brings us back to a real competition, I 
think it makes a difference. 

I want to compliment Chairman Ryan. I know he walked out. 
But he has actually taken a lot of the work that Dr. Rivlin and 
Senator Breaux, Mr. Antes, you have worked on, and Mr. Aaron, 
and put it into a body of work along with Senator Wyden to try 
to get us to that. And I don’t know of any other alternative. 

So, would anybody comment? Is there another alternative out 
there other than the premium support model? 

Mr. AARON. I think the key to solving the problems that you 
have described, and quite eloquently, I believe, regarding the frag- 
mentation of care comes in some of the innovations that are in the 
Affordable Care Act, in particular, two that I would focus on. 



66 


One is the creation of accountable care organizations, which are 
groups of providers who would be paid to assure the health of peo- 
ple who enroll with them, much as health maintenance organiza- 
tions do; and the second would be bundled payments, so that in the 
event of a coronary artery bypass graft surgery case, a payment 
would be made not just for the act of surgery, but for the follow- 
up care as well, so that you, together with a primary care physician 
and perhaps a nurse practitioner who would regularly contact the 
patient to make sure that he or she was taking recommended 
medications, would all work together. That is the key. 

Mr. BOUSTANY. Mr. Aaron, one of the fundamental problems 
not addressed in the Affordable Care Act is the — in the context of 
accountable care organizations is we still have Federal barriers in 
place that prohibit physicians to integrate care with hospitals, and 
that has not been addressed adequately. We need statutory relief 
in that area if we are going to see those kinds of innovations. 

Mr. AARON. I agree with you completely, and it is an illustra- 
tion of how the law may need to be amended. 

Mr. BOUSTANY. Senator Breaux. 

Mr. BREAUX. In alternatives, and I think that Congressman 
Kind had pointed this out, Ron talked about the demonstration pro- 
grams that are in the Accountable Care Act. I remember when I 
was in Congress when I wanted to stop something from happening, 
I used to offer an amendment to do a study, or maybe to do a dem- 
onstration program, hoping it never got completed. 

But I think the things that are in the Accountable Care Act, the 
demonstration programs, are very important, but you can be for 
both going to a premium support system and a demonstration 
project in the Accountable Care Act. If the demonstration programs 
work, it will improve the fee-for-service delivery system, and then 
if you have premium support, they will be better competitors. And 
that is what we are trying to bring about. 

I think the demonstration programs are helpful, they are impor- 
tant, but they are not an either/or situation. You can move to a 
premium support system and support the demonstration projects 
and hope that they work very well. 

Mr. BOUSTANY. Dr. Rivlin, do you want to comment? 

Ms. RIVLIN. Yes, I fully support what Senator Breaux just said. 
It is a mistake to think of these as alternatives. At least our plan 
envisions that the Affordable Care Act continues, that the dem- 
onstrations and the various institutions that were set up to im- 
prove the delivery system go ahead, and we hope that works. We 
are only saying that there ought to be another way to get these in- 
novations into use, and that would be competition. 

Mr. BOUSTANY. Thank you. Mr. Antos. 

Mr. ANTOS. I agree with that. But it would also be a mistake 
to believe that these things are going to materialize overnight. As 
someone said, the devil is in the details, and accountable care orga- 
nizations are devilish. 

Mr. BOUSTANY. Thank you. I yield back, Mr. Chairman. 

Chairman MERGER. I want to thank our witnesses for your tes- 
timony today. This has been an extremely interesting discussion, 
one that highlights the need for Congress to act soon in order to 
place Medicare on sound financial footing. Premium support pro- 
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posals like those we heard about today hold promise to improve 
how care is delivered, better protect beneficiaries against Medi- 
care’s cost sharing requirements, and utilize competition to control 
costs for the program as a whole. 

As a reminder, any Member wishing to submit a question for the 
record will have 14 days to do so. If any questions are submitted, 
I ask the witnesses to respond in a timely manner. 

With that, this Subcommittee is adjourned. 

[Submissions for the Record follow:] 
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April 27. 2012 


The Honorable Dave Camp 
Chairman 

Ways and Means Committee 
U.S. House of Representatives 
Washington, D C. 20515 

The Honorable Wally Herger 
Chair, Health Subcommittee 
Ways and Means Committee 
U.S. House of Representatives 
Washington, D.C. 20515 


The Honorable Sander Levin 
Ranking Member 
Ways and Means Committee 
U.S. House of Representatives 
Washington, D C. 20515 

The Honorable Pete Stark 
Ranking Member,. Health 
Subcommittee 

Ways and Means Committee 
U.S. House of Representatives 
Washington. D.C 20515 


Dear Representatives Camp, Levin, Herger, and Stark; 

I am writing to you on behalf of AARP’s 38 million members and the millions of 
older Americans and their families who depend upon the Medicare program. Our 
statement today will focus on comments generally to the creation of a “premium 
support" system for the Medicare program We appreciate that the House Ways 
and Means Committee is holding a hearing focused on the long-term future of 
Medicare. AARP believes it is critical that we strengthen Medicare to ensure 
both the health and economic security of current seniors and future generations. 


AARP is concerned that rather than recognizing that health care is an 
unavoidable necessity which must be made more affordable for all Americans, a 
premium support system may simply result in a shift of high and growing health 
care costs onto Medicare beneficiaries, as well as a shift of even higher costs of 
increased uninsured care onto everyone else. The typical Medicare beneficiary 
today, living on an income of roughly $20,000, already struggles to pay for their 
ever-rising health and prescription drug costs - and nearly 20 percent of their 
income currently goes to health care costs. By creating a "premium support" 
system for future Medicare beneficiaries, any such proposal risks simply 
increasing costs for beneficiaries while removing Medicare’s promise of secure 
health coverage - a guarantee that future seniors have contributed to through a 
lifetime of hard work. 
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Proponents of a premium support system for Medicare believe that such a 
system could, depending on how the government contribution to premiums was 
determined, reduce future federal Medicare spending. Previous proposals 
assumed significant savings would come from competition among private plans 
in Medicare. However, many critics have questioned those savings, and point 
out that much of the savings are achieved not by lowering health costs, but 
simply by shifting costs onto beneficiaries. The recent experience with Medicare 
Advantage, where payments to private plans have generally been higher than 
costs for the traditional fee-for-service (FFS) population, casts some doubt on the 
promise of savings through competition. 

A premium support system with an inadequate government contribution would 
greatly increase the costs of Medicare for beneficiaries and would increase the 
risks beneficiaries would face under such a system. Much of the federal savings 
from premium support would come from increased premiums paid by 
beneficiaries (i.e. shifting costs from the government to beneficiaries) rather than 
from cost savings within the healthcare system. Especially vulnerable are those 
beneficiaries who are unable to afford higher premiums, including those 
remaining in the traditional FFS program (assuming it remained as an option), 
either because it was the only option available in their geographic area or 
because they felt it the best option for them. This would be particularly true if the 
FFS program included a larger proportion of the oldest and sickest beneficiaries, 
which could further raise costs and premiums compared with private plans. A 
premium support system - unlike private plan options that currently exist in 
Medicare — would under this likely scenario "price out" traditional Medicare as a 
viable option, thus rendering the choice of traditional Medicare as a false 
promise. 

Any Medicare reform proposal should ensure adequate affordable coverage — 
especially for lower income beneficiaries - and protect beneficiaries by 
maintaining a guaranteed benefits package and insuring that all plans meet 
quality and efficiency standards 

Various premium support proposals up to this point have failed to recognize that 
higher Medicare spending is driven to a large extent by high costs throughout the 
health care system generally. Medicare is just one part of our nation's health 
system, which includes public, individual, and employer-based health insurance. 

If we're serious about lowering health care costs, we cannot simply focus on 
Medicare and Medicaid for savings. Rather, we must improve the delivery of 
health care generally, including increasing preventive services, better 
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coordination of care, lowering the cost of prescription drugs, and the reduction of 
waste and fraud throughout the entire health care system. 

Over 47 million older and disabled Americans depend on Medicare today. Giving 
seniors the peace of mind that they can see their doctor and afford their health 
care isn’t a Republican or Democratic issue. 

Older Americans agree it's time to work together to find solutions that will ensure 
that Medicare will continue to be there for them and their families. AARP is 
committed to working with both sides of the aisle to ensure Congress reaches a 
financially responsible solution that will ensure seniors have access to the 
doctors and services they depend on through the Medicare program. If you have 
any further questions, please feel free to call me or have your staff contact Ariel 
A. Gonzalez of our Government Affairs staff at 202-434-3770. 

Sincerely, 

Joyce A. Rogers 
Senior Vice President 
Government Affairs 



71 


TESTIMONY OF KELLY ROSS 
DEPUTY POLICY DIRECTOR, AFL-CIO 
BEFORE THE HOUSE COMMITTEE ON WAYS AND MEANS 
HEARING ON MEDICARE PREMIUM SUPPORT PROPOSALS 
APRIL 27, 2012 

Unless health care costs are brought under control, they are projected to bankrupt individuals, 
families, businesses, state governments, and the federal government by the latter half of the 2l" 
century. The fact that Medicare has proven to be more cost effective than private health insurance 
plans over the past four decades suggests that the best way to contain future cost growth Is to improve 
and expand Medicare by building on the payment and delivery reforms of the Affordable Care Act (ACA) 
By contrast, proposals to replace guaranteed Medicare benefits with a flat payment of premium 
support—also known as a voucher—would Increase overall health care costs, shift costs to seniors and 
Increase their out*of*pocket spending, create a two^tier health care system, make Medicare's risk pool 
more expensive to cover, and ultimately leave Medicare to "wither on the vine." The claim that these 
premium support proposals would reduce overall health care costs is based on ideology rather than 
experience or facts. 

Medicare has lower costs than private health insurance plans for three reasons. First, Medicare 
has lower administrative costs— about 2 percent of total spending compared to 11 percent for Medicare 
Advantage plans.' Second, Medicare has enormous buying power that allows it to resist unreasonable 
increases in provider prices, whereas private insurance companies often lack the inclination or ability to 
resist rate increases in concentrated provider markets. Third, Medicare has the bargaining power 
necessary to prevail upon private providers to implement payment and delivery reforms that promise to 
bring costs under control. 

In addition, Medicare has experienced iqwer cost growth over time than private insurance plans. 
Between 1970 and 2009, Medicare spending per enrollee grew one percentage point less each year than 
comparable private health care premiums— or one third less over four decades." In addition, between 
2010 and 2019, Medicare spending per capita is projected to grow nearly two percentage points slower 
than private health Insurance.*" 

This is why proposals to replace guaranteed Medicare benefits with premium support vouchers 
would increase overall costs In the U.S. health care system. The Congressional Budget Office (C60) has 
found that the 2011 Ryan premium support proposal would increase overall health care costs for the 
average 65-vear-old beneficiary by 40 percent— from $14,750 to $20,500— In Its first year of 
implementation.*^ Over 75 years, the 2011 Ryan plan would increase the cost of providing Medicare 
equivalent policies by at least $20 trillion.* 

To the extent that premium support proposals would reduce some portion of the federal 
government's health care costs, they would do so by shifting a much higher amount of costs to seniors. 
Because the value of a voucher would almost certainly fail to keep up with health care cost growth, 
beneficiaries would have to pay more out of pocket each year— either to buy more generous private 
plans or to stay in traditional Medicare- or they would have to settle for less expensive plans that 
provide fewer benefits or require more cost sharing. According to CBO, Rep. Ryan's 2011 premium 
support proposal would Increase out-of-pocket health care spending per beneficiary by $6,000 in its first 
year of implementation- from $6,150 to $12,500.** Moreover, the amount of the vouchers could be 
easily dialed down to shift even more costs to seniors. 
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Premium support proposals threaten to create a two-tier health care system. In the upper tier, 
the wealthiest seniors would supplement their vouchers with their own resources to access the most 
advanced medical care. In the lower tier, seniors with more modest resources would only be able to 
access care covered by their increasingly inadequate voucher. 

Maintaining traditional Medicare as an alternative to private insurance plans would not remedy 
these defects. We know from experience that private insurance companies do not compete with 
traditional Medicare based on efficiency, but rather by "cherry picking" the healthiest and least 
expensive beneficiaries. This has been the experience of Medicare Advantage, whose private plans have 
a history of trying to attract healthy seniors and discouraging less healthy enrollees and whose costs per 
beneficiary were nevertheless 9 percent higher than traditional Medicare in 2010. This was also the 
experience of the Medicare Choice program in the 19905. 

Because of this tendency of private plans to cherry pick the healthiest and least expensive 
beneficiaries, premium support proposals would lead to the gradual demise of Medicare as we know It. 
The pool of beneficiaries enrolled in traditional Medicare would be sicker and more expensive to cover. 
Higher costs for a dwindling pool of beneficiaries would lead to higher premiums, shrinking the risk pool 
further and driving up premiums further. This is known as a "death spiral," or as House Speaker Newt 
Gingrich called it In the 1990s, "withering on the vine." Although "risk adjustmenC’ is designed to 
address this problem, experience has also shown that risk adjustment is flawed and that ultimately 
private plans are overcompensated for recruiting healthy beneficiaries. The important thing to 
understand Is that Medicare would be disadvantaged not because it Is less cost-effective than private 
insurance plans, but because it pools risk without regard to health status and does not cherry pick the 
healthiest and least expensive beneficiaries. 

In the end, premium support proposals would not only fail to contain overall costs in the U.S. 
health care system, but they would cripple Medicare’s superior ability to contain costs. With a 
dwindling number of beneficiaries, Medicare’s administrative costs would Increase as a percentage of 
spending. Medicare would lose the bargaining power needed to resist unreasonable provider price 
increases. And Medicare would lose the clout needed to drive payment and delivery reforms by private 
providers. 

In short, premium support proposals would be a giant step in the wrong direction. The real 
problem is not Medicare spending growth per se, but overall cost growth in our health care system, 
which also drives up costs for Medicare. Premium support proposals would make this problem worse by 
driving up overall costs. Instead of crippling the ability of Medicare to contain health care cost growth, 
we should Improve and expand Medicare and take advantage of its market power to extend payment 
and delivery reforms throughout the entire U.S. health care system. 


Kaiser Family Foundation, Me&icore Spending ondfinorKfng (2011), p. S. 

* Paul Van de Water, “Converting Medicare to Premium Support Would likely Lead to Two-Tier Health Care System/ Center on Budget and 
Policy Priorities (September 26. 2011). p. 1. 

‘ Kaiser Family Foundation. “Medicare at a Glance* ( November 2011) 

"Congressional Budget Office. “Long Term Artalysis ot a Budget Proposal by Chairman Ryan* (Apnl 5, 2011); Robert Greenslein, “CBO Report: 
Ryan Plan Specified Spertding Path That Would Nearly End Most of Goverrsnvent Other Than Sooal Security, Health Care, and Defense by 2050," 
Center for Budget and Policy Priorities (April 7, 2011), p. 3. 

Center (or Economic and PoNcy Research. 'Representative Ryan's $30 Trilliort Medicare Waste Tax* (AprR 2011), p. 1. (n. 3. 

' Congressional Budget Office. 'Long Term Analysis of » Budget Proposal by Chairman Ryan* (April 5.2011): Robert Greenstem, “CBO Report: 
Ryan Plan Specified Spending Path That Would Nearly End Most of Government Other Than Social Security, Health Care, and Defense by 20SO/ 
Center lor Budget and Policy Prioribes (April 7, 2011), p, 3. 
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Subcommittee on Health 
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April 27, 2012 

This statement is submitted on behalf of the 1 .6 million workers and retiree members of 
the American Federation of State, County and Municipal Employees (AFSCME). for the hearing 
held April 27, 2012 on Medicare Premium Support Proposals. 

AFSCME is proud of labor's historic role in the creation Medicare. It is un indispensable 
ledcral social insurance program. Medicare provides what commercial health insimmce 
companies did not, would not. and could not; afTordable, adequate health coverage for America's 
elderly population regardless of income or healtli status. Before the enactment of Medicare, only 
half the population age b5 and older had health insurance and. those who did have coverage, paid 
close to triple what younger people paid for premiums and other out-of-pocket costs. 

Before we evaluate premium support proposals, it is important to briefly review 
Medicare's core purposes and how Medicare has successfully pooled our nation's resources to 
equitably meet an ongoing need for each generation. 

Medicare Is Not and Should. No} Be.Like.Cp.mmercial Insurance 

Medicare and private plans may seem as being similar in that both allow individuals to 
go to a doctor and get medical treatment. The foundation and purpose of Medicare is profoundly 
unlike commercial health plans. As a social insurance plan. Medicare's purpose is to absorb and 
spread risk, serving individuals who may have costly and complex medical needs as well as the 
relatively healthy. Medicare unite's the resources of the entire nation to shield one generation 
after another of older Amerieans and individuals witli disabilities from financial ruin in the event 
of illness, injury or expensive chronic conditions. All American workers contribute to fund the 
program and reap the benefits of the program once they are eligible. No one is shut out because 
of health status or income. Medicare by design pays for all necessary medical care for 
bcnericiarics. Medicare will pay claims without discriminating against an individual because of 
where they live, their history, their diagnoses or preferences. President Johnson’s Medicare 
signing statement addressed the core American values at the heart of Medicare's financial and 
benefit design — individual dignity, fairness, and safeguarding the common good: 

“No longer will older Americans be denied the healing miracle of modern medicine. No 

longer will illness crush and destroy tlie savings tliat they have so carefully put away over 

a lifetime so that they might enjoy dignity in their later years. No longer will young 
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families see Iheir own incomes, and ihcir own hopes, eaten away simply because they are 
carrying out their deep moral obligations to tlieir parents, and to their uncles, and their 
aunts. And no longer will this Nation refuse the hand of justice to those who have given a 
lifetime ofserviec and wisdom and labor to the progre.ss of this progressive country." 

Private health insurance companies have a very diflercnt purpose and function. Their business 
interest is to avoid selecting individuals with medical needs in order to ntaximi/e profits In 
short, insurance companies seek to avoid risk, not pool it. 

Medicare Successfully Pools Risk to Deliver Guaranteed Benefits 

The Budget for FY 2013 passed by the House of Representatives along party lines, calls 
fora radical restructuring of Medicare and a repeal of the AITordabIc Care Act (AC A). The 
Justillcalion for such changes is to reduce the deficit and to rein in the so-called "out-of-contrrd" 
spending in Medicare and to save the future of Medicare. Analysis of data actually shows these 
justifications to be highly questionable. 

Historically. Medicare per capita spending has grown a bit slower than the private 
sector’s. Medicare’s growth rate is remarkably low when it comes to health care costs per 
person. ' Over the next decade. Medicare’s per beneficiary rate ofgrowlh is projected to be low. 
in iarf^e part due la cliangex in the AJfardahle Cure Act (AC A). 

The AC A promotes cost-efficient delivery of quality care under Medicare. The law taps 
into Medicare’s purchasing power to prompt providers, who are increasingly concentrated and 
can effectively drive up payments regardless of quality, to do more to control their costs.* It is 
important to highlight that none of the payment refonns alTeci Medicare’s guaranteed benefit 
packages. In fact, the law spells out loud and clear that the guaranteed benefits in Medicare Part 
A and Part B will not be reduced or eliminated as a result of changes to the Medicare program. 

The ACA protects taxpayer and Medicare dollars against fraud in Medicare. In 2011. 
Medicare used the new ACA enforcement tools to recover nearly $4.1 billion from individuals 
and companies who attempted to defraud seniors and taxpay ers. In most cases, they charged 
Medicare for services never received by beneficiaries, or deliberately overcharged for services 
rendered. 

The fiscal improvements in the ACA help Medicare to hold down premium increases for 
beneficiaries who are older and sicker than the non-Medicare population. The Congressional 
Budget Olfice (CBO) finds that Medicare premiums, currently estimated to be 1 1 percent lower 
than private insurance premiums for the same benefit package, will be about 30 percent lower by 
the end of the next decade. 

Because the funding structure of Medicare - through payroll contributions, revenues and 
beneficiary cost-sharing • fluctuates with the economy, the surefire way to fortify the solvency 
of Medicare and address the deficit is to improve the economy. Creating jobs, closing corporate 


' btipV/M'wrAf urban.or£/Uplodd^P0F/4l2S44-Medlc3re*Mcdicaid-a(id*th&-Deficit-0ebate.pdf 
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tax loopholes and requiring the wealthiest Americans to pay their Pair share will help Medicare 
and its benericiaries. 

Redesignin2 M edica re: Premium Siinportii 

The need for Medicare to remain a refuge against financial ruin caused by the caprice of 
illness and disability rings as true today as it did nearly half a century ago when Medicare was 
created. Any proposal to redesign or structurally change Medicare should be able to affimiatively 
meet at least three criteria w hich arc at the heart and soul of Medicare. 

1 1 Docs the proposal cneclively .spread ri.sk and deliver guaranteed benefits of medically 
necessary care, regardless of an individual's medical condition? 

2) Does the proposal effectively continue Mcdicaa'’s core function of pooling resources 
to ilnance health coverage for seniors and individuals with disabilities? 

3 1 Does the proposal effectively continue Medicare’s core purpose of protecting 
beneftciaries and their families from financial ruin due to illness, disease or injury? 

The House-passed budget which restructures Medicare into premiutn supports, cuts 
bcnellts. raises the age of eligibility and repeals the ACA. fails on all three criteria. 

The budget plan replaces Medicare’s guarantee of health coverage and set premiums. 
Instead, future retirees would be given a flat payment, or voucher, that beneficiaries would u.se to 
purchase either private health insurance or traditional Medicare. The voucher is designed to lose 
value over lime so that more and more of the cost of coverage (premiums and cost sharing) 
would be shilled to beneficiaries. Because the median income of Medicare households is about 
$25,000 a year, and most spend three times as much of their budgets on out-of-pocket health 
expenses compared to non-Medicare households, many retirees would find that coverage is 
unalTordable at higher costs. 

According to the CBO, the premium support or voucher proposal will increase costs for 
Medicare beneficiaries by more than $2,200 per beneficiary starting in 2030 and increasing to 
$8,000 in 2050. 

Offering both private plans and traditional Medicare uses the promi.se of choice to 
disguise the diminishinent of Medicare’s function to deliver guaranteed benefits and pool 
resources and spread risk. The private plans, like the private Medicare Advantage plans, will still 
cherry-pick healthier and less costly enrollees and leave Medicare with a less healthy pool of 
beneficiaries. Over time, traditional Medicare will become less affordable, causing costs to rise 
for sicker and older beneficiaries. 

There is no guarantee that the premium support or voucher would cover the cost of 
Medicare at the start or over time. Currently, Medicare premiums are the same, regardless of 
where a bencficiaiy resides in our nation. There is no guarantee that the premiums will be 
adequate to cover a private Medicare plan regardless of location. 

The private plans would not be required to provide the guaranteed benefits under 
Medicare. The private plans would only be required to provide the actuarial equivalent of the 
benefits under traditional Medicare. Again, the history of beneficiary abuse and exploitation by 
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Medicare Advantage private plans illustrate the dangers for health and financial securitv of the 
sickest and oldest beneficiaries. 

Conclusion 

Medicare is an amazing success storv' - providing health and financial security to 
millions of Americans, even during the worst economic crisis since the Great Depression. 
AFSCMB oppoiics the House-passed budget’s restructuring of Medicare because it would expose 
older Americans and their families to financial ruin caused by the caprice of illness and 
disability. It would allow sick and older seniors and indiv iduals with disabilities to be denied the 
promise of modem medicine because of income and health status. In .short, we oppose the 
premium support or voucher proposal because it ends Medicare, as we know it. 
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The Alliance for Retired Americans submits this statement to the House Ways & 
Means Subcommittee on Health Care to express our strong opposition to the premium 
support provision included in this year's House Budget Resolution, H Con. Res. 112 
Premium support would end Medicare as we know it for Medicare beneficiaries, 
removing the guaranteed benefits that have provided health security for our nation's 
retirees and the disabled since 1965. 

Founded in 2001 , the Alliance is a grassroots organization representing more 
than 4 million retirees and seniors nationwide Headquartered in Washington. D C., the 
Alliance and its 32 state chapters works to advance public policy that strengthens the 
health and economic security of older Americans by teaching seniors how to make a 
difference through activism. 

Premium support, as proposed under the House budget, will be devastating for 
many seniors The plan ends the guaranteed benefits under Medicare, which assures 
beneficiaries that any and all services that are medically-necessary will be covered 
Under premium support, beginning in 2023, Medicare beneficiaries would receive a 
fixed stipend to be used to purchase insurance through a Medicare exchange. 
Beneficiaries could choose between private plans or traditional Medicare The problem 
with this proposal is that the capped payment would not keep up with medical inflation. 
Instead, the fixed stipend would be indexed to the gross domestic product (GDP) plus 
one percent - a calculation that does not adequately account for rising medical costs. 
Over time, as medical costs continue to rise, the capped stipend would be insufficient to 
cover the premiums, requiring seniors and the disabled to spend more and more money 
out-of-pocket to get the same care they currently receive under traditional Medicare. 
While higher income beneficiaries may be able to afford the higher premiums or 
increased out-of-pocket costs, most Medicare beneficiaries would not This will produce 
a two-tiered system of care, with the wealthy having access to all the latest technology 
and treatment, while the rest of the population goes without. Contrary to the image that 
seniors are well off, half of the people on Medicare have incomes below $22,000 a year 
To make matter worse, Medicare beneficiaries already spend 15% of their income on 
heath care costs, which is three times more than the rest of the population. The added 
out-of-pocket costs under the Ryan Republican budget will force many Medicare 
beneficiaries to be underinsured and, in many instances, forgo needed medical 
treatment. 

Furthermore, premium support may very well be the demise of the Medicare 
program. Proponents argue that premium support allows Medicare beneficiaries to stay 
on traditional Medicare. While this may be true initially, it is uncertain whether that will 
hold true in the future. Based on the experience of Medicare Advantage plans, one can 
expect that private insurers under premium support will likely cherry pick the healthiest 
patients leaving Medicare with sicker and more chronically ill individuals. This will 
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undoubtedly Increase costs for those under traditional Medicare Medicare has 
historically been more efficient than private insurance, in part due to its enormous risk 
pool. However, should Medicare become saddled with sicker patients, its premiums will 
rise, causing even more of the healthy beneficiaries to abandon the program. The 
continuous rise in premiums and subsequent drop in enrollment could undermine the 
entire program as increased costs make the program unaffordable and unsustainable. 

Finally, premium support does nothing to address the true drivers of rising health 
care costs Instead of implementing reforms that will bend the cost curve, premium 
support, as adopted in the Ryan Republican budget, simply shifts the costs on to 
beneficiaries. If Congress is serious about reducing health costs, it should allow the 
new cost-savings initiatives in the Affordable Care Act to be implemented These pilot 
programs are well thought out and have been successful in reducing costs while 
improving the overall health of the population. Furthermore, the new initiatives do not 
reduce health expenditures by transferring the costs on to beneficiaries. 

In addition to premium support, there are various other ideas that have been 
proposed to help reduce the cost of health care, including raising the Medicare eligibility 
age. instituting a single Medicare deductible and charging a surcharge on Medigap 
policies. Like premium support, these policies are short-sighted and not in the best 
interest of Medicare beneficiaries. They seek to reduce health costs by shifting it to 
those who can least afford it. As Congress deliberates on ways to reduce health costs 
members should keep the need of seniors and the disabled first and foremost on their 
minds and not make radical, harmful changes such as those in the Ryan Republican 
budget 
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Chairman Merger and Ranking Member Stark, tliank you for the opportunity to submit 
my comments on this topic. 

The whole purpose of social insurance is to prevent the imposition of unearned costs and 
payment of unearned benefits by not only the beneficiaries, but also their families. Cuts 
which cause patients to pick up the slack favor richer patients, richer children and grand 
children, patients w ith larger families and families whose parents and grandparents are 
already deceased, given that the alternative is higlier ta,xes on each working member. 
Such cuts would be an undue burden on poorer retirees without savings, poor families, 
small families with fewer children or with surviving parents, grandparents and (to add 
insult to injury ) in-laws. 

The key issue for the future of health care finance is the impact of pre-existing condition 
reforms on the market for health insurance. Mandates under the AITordable Care Act 
(ACA) may be inadequate to keep people from dropping insurance - and will certainly 
not work if the mandate is rejected altogether for constitutional reasons. 

If people start dropping insurance until they get sick - which is rational given the 
weakness of mandates - then private health insurance will require a bailout into an 
elTectivc single payer system. The only way to stop this from happening is to enact a 
subsidized public option for those w ith pre-existing conditions while repealing mandates 
and pre-existing condition refonns. 

In the event that Congress does nothing and private sector health insurance is lost, the 
prospects for premium support to replace the current Medicare program is lost as well. 
Premium support also will not work if the ACA is repealed, since without the ACA, pre- 
existing condition protections and insurance exchanges eliminate the guarantee to seniors 
necessary for reform to succeed. Meanw hile, under a public option without pre-existing 
condition reforms. bec“duse seniors would be in the group of those who could not 
normally get insurance in the private market. Ihe premium support solution would 
ultimately do nothing to fix Medicare’s funding problem. 
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The allernalive of single-payer calaslrophic insurance with health savings accounts would 
not work as advertised, as health care is not a normal good. People will obtain health 
care upon doctor recommendations, regardless of their ability to pay. Providers will then 
shoulder the burden of waiting for health savings account balances to accumulate - 
further encouraging provider consolidation. Existing trends toward provider 
consolidation will exacerbate these problems, because patients will lack options once 
tJiey are in a network, giving funders little option other than paying up as demanded. 

Bruce Bartlett wrote in the New York 1 iraes Economix Blog on May 17, 201 1 on the 
nature of tlte Medicare linancial problem and how to tlx it. The information he imparted 
is invaluable, however I disagree with his solution, which is to stop doing the Doc Fix. 

He relates that the ACA expansion of funding brought the Hospital Insurance Trust Fund 
(Part A) into balance, with parts B (doctor visits) and D (Drug coverage) responsible for 
most of the unsustainable cost growth, as patient premiums are set to 25% of program 
costs and with drug coverage premiums covering even less. 

The Center believes that stopping doctor bills from going up on the demand side will not 
work. We know that because it did not work for Medicaid - since restricting payments 
have stopped must doctors from taking Medicaid). This finding has a great deal of impact 
on what is possible in preventing the doctor fix. 

The problem with Medicare Part B is that increases cannot keep up with costs, like they 
do in the private market, because doing so violates the commitment to not cut Social 
Security benefit checks. The cost of living adjustment must be high enough to cover the 
premium increase each year - although for many that is all it docs. Further cuts bring up 
the specter of seniors eating cat foot to make ends meet, hence the reason that the Fiscal 
Commission was called the Cat Food Commission by progressives. 

Premium support and not patching doctor fees are attempts to make doctors restrict their 
costs - both to seniors and overall. Prices naturally rise more quickly than infiation 
because these .serv ices aie subsidized, so any co-pay must be increa.sed to slow demand 
from u.sers in exactly the satne way the market would without subsidies or insurance. The 
desire to make doctors pay more is a recognition that the main impact of both insurance 
and subsidies (and subsidies for insurance) is higher income for doctors and a larger 
medical care sector tlian would otherwise occur in a free market. 

Our hybrid system is the most expensive option - either going to much less 
comprehensive insurance for eveiyone or an entirely governmental system would be 
cheaper, but is politically untenable (at least until private insurance collapses or is 
eventually supplanted by an ever expanding public option). 

Going after doctors still won't vvork, however, as the Medicaid experience clearly shows. 
Premium support is a way to have insurance companies go after doctors instead, but that 
will likely yield the same result. 
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Making patients more conscious of their care might do the trick, both witli more realistic 
premiums for Part B and Part D, with both rising to absorb half the cost - althougli 
premiums could be lowered by increasing co-pays and providing seniors with Flexible 
Spending and/or health savings accounts. The problem is that this is untenable when 
dealing with a population witli largely fixed incomes. That problem, however, is not 
unsolvable. 

The obvious solution, which no one has yet suggested, is to change how COLAs are 
calculated, moving from the wage index to an index based on what seniors actually buy - 
especially health care. If premiums were increa.sed quickly, COLA changes would have 
to be as rapid. 

Such a proposal would hasten the date that the Old Age and Surx'ivors Insurance fund 
needs rescue. It also impacts lower income seniors to a greater extent than higher income 
seniors, since they have less left over after any mandators' co-pay. Either bend points 
would have to be reset or the entire complicated system of bend points would have to be 
replaced a new method of crediting contributions, where employ er contributions are 
credited equally rather than as a match to the employee contribution - thus moving 
redistribution from the benefits side to the revenue side. 

An average employer contribution would provide even more incentive for increasing the 
amount of income subject to benefits, at least for the employer contribution. Of course, if 
you do the latter, we might as tvell simply use a Net Business Receipts Tax or a VAT to 
replace the employer contribution (which captures all income with the latter burdening 
imports as well) 

Shirting to more public funding of health care in response to future events is neither good 
nor bad. Ratiter, the success of such funding depends upon its adequacy and its impact 
on the quality of care - with inadequate funding and quality being related. 

Ultimately, fixing health care reform will require more funding, prohablv' some kind of 
employer payroll or net business receipts tax - which would also fund the shortfall in 
Medicare and Medicaid (and take over most of their public revenue llinding). 

We will now move to an analysis of funding options and their impact on patient care and 
cost control. 

Ihe committee well understands the ins and outs of inereasing the payroll tax, so we will 
confine our remarks to a fuller explanation ofNet Business Receipts Taxes (NBRT). Its 
ba.se is similar to a Value Added Tax (VAT), but not identical. 
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Unlike a VAT, an NBRT would not be visible on receipts and should not be zero rated at 
the border - nor should it be applied to imports. While both collect from consumers, the 
unit of analysis for the NBRT should be the business rather than the transaction. As such, 
its application should be universal - covering both public companies who currently file 
business income taxes and private companies who currently file their business expenses 
on individual returns. The key difference between the two taxes is that the NBR T should 
be the vehicle for distributing tax benefits for families, particularly the Child Tax Credit, 
the Dependent Care Credit and the Health Insurance Exclusion, as well as any recently 
enacted credits or subsidies under the ACA. In the event the ACA is reformed, any 
additional subsidies or taxes should be taken against this tax (to pay for a public option or 
provide for catastrophic care and Health Savings Accounts and/or Flexible Spending 
Accounts). 

The NBRT can provide an incentive for cost savings if we allow employers to offer 
services privately to both employees and retirees in exchange for a substantial tax benefit, 
cither by prov iding insurance or hiring health care workers directly and building their 
own facilities. Employers who fund catastrophic care or operate nursing care facilities 
would get an even higher benefit, with the proviso tliat any care so provided be superior 
to the care available through Medicaid. Making employers responsible for most co.sts and 
for all cost savings allows them to use some market power to get lower rates, but no so 
much that the free market is destroyed. 

This proposal is probably the most promising way to arrest health care costs from their 
current upward spiral - as employers who would be financially responsible for this care 
through taxes would have a real incentive to limit spending in a way that individual 
taxpayers simply do not have the means or incentive to exercise. While not all employers 
would participate, those who do would dramatically alter the market. In addition, a kind 
of beneficiary exchange could be established .so that participating employers might trade 
credits for the funding of former employ ees who retired elsewhere, so that no one must 
pay unduly for the medical costs of workers w ho spent the majority of their careers in the 
service of other employers. 

The NBRT would replace disability insurance, hospital insurance, the employer 
contribution to old age and survivors insurance, the corporate income tax. business 
income taxation through the personal income tax and the mid range of personal income 
tax collection, effectively lowering personal income taxes by 25% in most brackets. 

Note that collection of this tax would lead to a reduction ofgross wages, but not 
necessarily net wages - although larger families would receive a large wage bump, while 
wealthier families and childless families would likely receive a somewhat lower net wage 
due to loss of some tax subsidies and because reductions in income to make up for an 
increased tax benefit for families will likely be skewed to higher incomes. For this 
reason, a higher minimum wage is necessary so that lower wage workers are 
compensated with more than just their child lax benefits. 

I hank you for the opportunity to address the committee. We are, of course, available for 
direct testimony or to answer questions by members and stalT. 
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Inlroduction 


Consumers Dnion, the policy and advocacy arm of Consumer Reports', appreciates this 
opportunity to provide written testimony on Medicare premium support proposals 
currently being considered as an alternative to traditional Medicare. 

Medicare provides essential health coverage for almost 50 million American seniors and 
persons with disabilities. Medicare faees financial challenges, primarily as a result of 
increasing enrollment due to retiring baby boomers. Importantly, however. Medicare per 
enrollee spending has been slightly below that of private insurance.’ 

Premium support proposals seek to transform Medicare from a defined benefit program, 
in which beneficiaries are guaranteed coverage for a fixed set of benefits, to a defined 
contribution or “premium support” program, in which beneficiaries are guaranteed a 
fixed federal payment (or voucher) to help cover their health care e.xpenses. 

Consumers Union believes that this approach to addressing the real financial challenges 
to Medicare will not reduce overall health care costs, but will put millions of senior and 
disabled Americans at greater risk of higher costs, less coverage, or both. 


Unacceptable Transfer of Risk to Beneficiaries 

Under these proposals, a large amount of risk is transferred to Medicare beneficiaries. 

Beneficiaries are at risk for the escalation of medical co.sts above Gross Domestic 
Product (GDP) +.5 percent. There are no guarantees that the proposal will hold down per 
capita cost growth. Instead, we argue below that cost control is unlikely, and thus is likely 
to increase costs for Medicare beneficiaries, most of w'hom. live on modest, fixed 
incomes and are not in a position to pay much more for their health care. 

In addition to this financial risk, in a world of multiple and varying plan designs 
beneficiaries are at risk for being able to identify the plan that provides the best coverage. 
The “premium support” proposals will require hcaltli plans to offer coverage that is 
“acluarially equivalent” to today’s Medicare Fee-for-Service (FFS) plan. This means that 
the Medicare benefit design w'ould no longer be standardized, requiring beneficiaries to 


' C'unsumcr Reports is the world's liirgc.si indepondcni product-testing orgiiiiizalion. I (sing its more than .SO 
labs, auto test center, and survey R'scarch center, the nonprolll rales thousands of products and services 
annually. I ounded in 1936. Cutisuincr Reports has over 8 million subscribers to its magu/inc, website, and 
other publiculions. iLs ndvocac) division. Consumers Union, works for health reform, food and product 
safet) . financial reform, and other consumer issues in Wa.shinglon. D.C.. the states, und in the marketplace. 
^ John ilolahan and Stacey McMorrow. ‘'Medicare. Medicaid and the Deficit Debate: 1 imel> Analysis of 
Immediate Health Policy [ssues**. l.lrban Institute. April 2012. 
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understand how countless complex designs would artcct them. There is overwhelming 
evidence that consumers have difficult)' understanding and comparing the cost-sharing 
provisions of health plans.’ We must recognize that these products arc not cans of soup 
that can be easily compared, especially witli new and “innovative” products coming on 
the market. Innovation is often accompanied by additional complexity for consumers. 

Some proposals promise to provide voucher recipients with 'clear and easy to understand 
information' on various plans. Health plans, the National Association of Insurance 
Commissioners (NAIC) and consumer assislors cveiy'where have been trying to convey 
understandable information on health plan features for years. Indeed, several regulations 
require that various health plan summaries be understandable to the average health plan 
enrollee. However, we have no evidence thus far that these are successful.'' The reasons 
vary: the underlying information is complex and new methods of usefully summarizing 
are only just coming online.’ In short, these proposals put seniors at risk of obtaining 
coverage that they do not understand and that does not cover their needs. 


Harnessing Market Forees- How Realistic? 

Harnessing market forces to achieve the policy goal of adequate health coverage for 
seniors in a financially sustainable method is a theory that needs a careful reality check. 

As some of the proposals recognize, harnessing competition among private insurance 
plans to achieve a policy goal takes aggressive government intervention and oversight. 
The market cannot operate unfettered because certain outcomes, such as engaging in risk 
selection or discriminator)' plan designs, are a natural by-product of private insurance 
company activity. Yet these practices undennine the policw goals of adequate, affordable 
coverage for all seniors. 

Experience with the Medicare Advantage program shows us how hard it is to get this 
oversight right. Rules governing benefit design, marketing and other practices have had 
to be continuously fine-tuned due to private insurer predilections to attract the healthiest 
ri.sks. 

Policy approaches that "harness the market” require rules with respect to consumer 
protections, monitoring and enforcement.. We can expect that in all these activities 


^Tcd von Olalin. "Consumer Choice ol'Kcallh Plan Decision Support Rules for Health Fl.'cchangcs". Paeil'ie 
Busine.ss Group on Health. February 2012. I ynn Quincy. “What's Behind the Door; Consumers' 
DilTiculties Selecting llealth Plans". Consumers Union. January 2012. 

Colleen E. Medill. EBRI Fellow. Richard I.. Wiener. Brian II. Born.slcin. and E. Kieman McGony, "How 
Readable Arc Summary Plan Descriptions For Health Care Plans?”. EBRI Notes. October 2006. This 
study found that the average readability level for important infomialion concerning eligibility, benefits, and 
participant rights and responsibilities in summary plan descriptions is written at a first year col lege reading 
level, despite a requirement that the materials be understandable to the average plan enrollee. 

■ I'he Kleimann Group and Consumers Union. "Early Consumer t esting of the Coverage Facts l-ubel’'. 
August 2011. 
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insurers and other interested parties will try to affect rules at the state and federal level to 
ensure that more advantage falls their way, to the detriment of sicker patients. 


Little Evidence That Costs Would Be Lower 

Proponents argue that the premium support approach can be used to lower health care 
costs, compared to traditional Medicare. This must be examined crilicall>' from three 
perspectives. 

One, it is not just federally financed costs that need to be considered but overall costs, 
including the consumer’s out-of-pocket share. Merely shifting costs to consumers is not 
an acceptable policy solution. The Congressional Budget OlTice (CBO) projects that una) 
health care spending for a typical beneficiary' covered by the standardized benefit under 
at least one of the proposals would grow faster than such spending for the same 
beneficiary in traditional Medicare.'’ 

Two, the ingredients for a competitive market place - one capable of driving down prices 
- arc missing. As discussed above, consumers have tremendous difficulty distinguishing 
among health plans - a key requirement for a functioning marketplace. Consumers also 
lack the necessary price transparency, ability to evaluate alternate treatments and 
confidence to make market driven decisions when consuming health care services. For 
serious medical conditions, most consumers defer to the treatment recommended by their 
doctors. And as mentioned above, clTective ri.sk adjustment mechanisms and 
understandable health plan disclosures that are key to this type of approach need to be 
greatly improved. 

Three, there is little evidence that costs would be lower. The CBO estimates that a private 
health insurance plan covering the standardized benefit would be more expensive 
currently than traditional Medicare.’ This should not be surprising, fhe Medicare 
Advantage program - a market-based alternative to traditional Medicare - costs more, 
not less, per beneficiary.* Those fi.\ed monthly payments to Advantage platis are, on 
average, 1 3 percent above Medicare FFS costs.'^ 

More broadly, private plans operating in the commercial market place now have provided 
little evidence that tJiey ctm lower costs more successfully than Medicare’s current 
approach. 


6 Itlincndorf, April 5, 201 1 Idler to Honorable Paul Ryan, 

hup;/ 'cbo.goN /sitcjv'default llles/cbofllcs>'llpdocs^I 2 Ixx-doc 1 2 1 28/04-05-r>'an_lcUer.pdf' 

’’ Ibid. 

“ The Medicare Advantage program shares monv of the .same rcaliirc.s ot the premium .support program. 

The plans must otTcra bencHi that is aduarially equivalent to Medicare, llicy face anti-discrimination rules 
and receive risk adjusted payments from CMS. Costs lor CKlra benefits are borne by benciiciarics. Despite 
these program tcauires. costs arc higher in the Mcdieaa' Advantage program. 

(3rian Biles and Grace Arnold. '‘Medicare Advantage Payment Provisions: Health Care and l:.ducaiion 
AITordability Reconciliation act of 2010 II. R. 4872”. George Washington University School ofPuhlic 
Health. March 20 1 0. 
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IMudicure's Financial Challenges Can Be Addressed 

We can all agree that Medicare finances need attention. However, experts agree that lliere 
are multiple ways to address Medicare's financing gap. 

For example, there is wide-spread agreement that adopting measures such as reducing the 
use of redundant or unneccssao tests, reducing the use of treatments that evidence shows 
are not elTeclive. increasing the use of generic drugs, and increasing the effectiveness and 
use of preventive care can all reduce cost-growth. The Affordahle Care Act introduces 
numerous pilots designed to alter provider incentives to reduce the u.se of the unnecessary' 
services. 

As we wait for the evidence from these pilot programs, numerous other proposals have 
been offered to achieve the savings needed, such as extending Medicaid drug rebates to 
Medicare dual eligibles."’ Many experts believe that signilicant savings could be 
obtained if Medicare is allowed to negotiate drug prices. Current law bars the Centers for 
Medicare and Medicaid Services (CMS) from negotiating the prices for drugs. This is in 
stark contrast to the Veteran’s Administration (VA), ^vhich negotiates directly with drug 
manufacturers and is not bound by the same formulary rules as Medicare Pail D 
prescription drug plans." 


Greater Choice For Beneficiaries 

Another argument often made for premium support proposals is that beneficiaries will 
benefit from greater choice. Decision-makers must critically examine and reject this oft 
made argument. The research literature is clear that while a few choices arc good, too 
much choice undermines consumer decision-making.*" As cognitive function declines, it 
becomes even more difficult to navigate multiple choices. 

In summary. Consumers Union can not support moving Medicare in the direction of the 
private commercial insurance market, which is more expensive, has higher administrative 
costs and would put Medicare beneficiaries at much greater risk. There are numerous 


Kohtn A, Berenson and John Itolahan. "I'rescr\ ing Medicare: A Practical Approach lo Conlmlling 
Spending", ihc t Irhan tnstilule. September 2111 1 . 

" I rakL AB. .S. Pizer and R. Pcldman. "Should Medicare adopt the Veterans health administration 
ronmilaiy ?". Health Care Financing cfe Fcom/micx, Ma\ 2012. 

12 Yuniv llanoch ei al.. "Choice, Niimcnicy, and Ph\.siciun5-in-l raining Perronnance; TheCaiieor 
Medicare Pan D". Health Psychology. July 2010: .Stacey Wood ui al.. "Numeracy and Medicare Part t): 
The Importance ofChoice and Literacy for Numbers in Optimizing Decision Making for Medicare's 
Prescription Drug Program" Ps)’cholog}' .And dging. June 201 1 ; J. Michael McWilliams ct at, "Complex 
Medicare Advantage Choices May Overwhelm Seniors — l:specially nio.se Widi Impaired Decision 
Making". Health Affairs. September 20 1 1 . 
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Ollier steps lhat could be taken to help shore up the Medicare Trust Fund while working 
to address the broader cost issues that alTecl all of the health care sector. 
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Director, Health Rel'omi 
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W'rillen Statement for the Record by 
FamUics USA 

For the D.S. House of Representatives 
Coniniittee on Ways and Means 
Hearing on Medicare Premium Support Proposals 
Friday, April 27, 2012 


The House budget resolution (II. Con. Res. 1 12) passed on March 29, 2012 calls for replacing the 
current Medicare program with a voucher-based system called “premium support." Families USA 
is deeply troubled by the implications of such a system. If enacted, this plan would have 
devastating consequences for seniors and people with disabilities who rely on Medicare today and 
for those who will need it in the future. 


Under this vision for Medicare, the program's current guarantee of coverage for everyone who 
qualities will end and be replaced with a promise of a fixed amount of money (i.e., a voucher) to 
purchase health insurance. The plan shifis risk and costs onto individuals. If the voucher is 
insurficiont to purcha.se comprehensive coverage, individuals would have to either pay for the rest 
of their care out of their own pockets or go without it. Medicare would face greater and greater 
cuts overtime, with payments on behalf of beneficiaries being cut by 23 percent within seven 
years of the new system taking elTcel and a 42 percent cut after twenty-seven years. 


Value of 
Voucher 


89% of 
Coverage 

2023 I 


Value of 
Voucher 


Value of Voucher as a 
Percentage of 
Medicare Coverage 


Value of 
Voucher 


77% of 
Coverage 
In 

2030 I 



66% of 
Coverage 
in 

2040 


58% of 
Coverage 
in 

2050 


Soupcv: Fdmilie& USA calcuUhons basicd on C60. iJUtg'Tenn Butiffeiary Impact of Paths Speclpeti byfJMitrman Ryan. March 2012. 
CurretiT Medicare covemce bused on altcmanve hscal scenario 


The premium support plan does not “preserve" Medicare — it ends Medicare as we know it. 


Even if something called “Medicare" still exists under this plan for the program, it will 
provide less protection and cost more than the program we have today. 
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• Calling something "Medicare" does not make it Medicare. A vehicle that’s missing 
wheels, brakes, and doors is not a “car.” no mailer what a salesman calls it. 

The premium support plan raises beneneiuries' out-of-pocket costs. 

• lltc aniounl of tlie voucher will not keep up with increases in healtlt care costs. 

• Over time, the voucher will buy less and less coverage, and the beneficiaries will have to 
either pay more or go without care. 

The premium support plan relics on costly private insurance companies. 

• Private plans in Medicare have always, on average, cost more, nol less, than the traditional 
Medicare program to deliver the fame care. 

• Private health insurance companies have higher administrative costs than Medicare and 
must pay for marketing, salaries, advertising, and profits. 

• Private insurance companies' poor track record in controlling Medicare costs suggests that 
premium support will not be able to save money without passing costs onto beneficiaries. 

The premium support plan puts current beneficiaries at risk, too. 

■ Even if the premium support proposal is pha.sed in and traditional Meditnare remains an 
option in the future, current beneficiaries will face higher costs. 

• I lealthier and wealthier beneficiaries w ill likely leave traditional Medicare for cheaper 
private plans that provide less protection because they can afford to pay additional out-of- 
piKket costs themselves. 

• Higher-cost patients will remain in traditional Medicare, thereby pushing up Medicare 
premiums for everyone left in the program. Higher premiums would encourage more 
people to leave traditional Medicare, increasing Medicare's costs further. 

The premium support plan does nol address Medicare's fiscal challenges — il just shifts costs 
to .seniors and people with disabilities. 

• The key to fixing Medicare's fiscal problems is to slow the rate of health care cost grow th 

• The Affordable Care Act lays the groundwork for making the health care system more 
efficient by encouraging doctors and other health care providers to work together to 
improve quality, keep people healthy, and reduce unnecessary care. 

• Already, Medicare's annual costs have grown more slow ly in recent years than in prior 
decades. We need to let these reforms lake root. 

Tlie budget proposal is the latest attempt to turn Medicare into a private voucher sy.stem and 
comes with all die same problems as previous proposals. But the plan offers no explanation for 
how seniors and people with disabilities are expected to pay for the care they need as the value of 
their voucher declines. The roughly half of people with Medicare who have limited income would 
be forced to cut back on other necessities like food and shelter -or go without healthcare. If 
enacted, this proposal would fundamentally violate the promise that Medicare has made to current 
and future generations, which is to ensure access to comprehensive care at a lime in their lives 
when they are most vulnerable. 
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HEALTH CARE 

FOR AMERICA 



Strengthen Medicare. Don’t End It. 


Medlctirc provides hciillh and rinuncial security in 4!( million older and disabled Americans, and it 
provides us all with the security ol'knowing that our relatives will be proiceicd from tinrorcsceabic 
risks in old age or disability. With private pensions evaporating and personal savings eroding in the 
midst or an economic crisis. Medicare is more vital than ever. "Premium support" would privatize 
Medicare and end Medicare as we know it. both by eliminating the Medicare guarantee and .shilling 
huge CO.SIS to enrol Ices. 

Medicare works, and we need to keep it strong for fiilure generations. The Anbrdabic Care Act 
(ACA) has already made several changes that make Medicare both more co.si cneclive and belter 
insurance lor .seniors 

• The ACA will save taxpayers mure than S200 billion by 2(116. resulting in an immediate 
benelii to the Tru.si hund. None of these savings come from shilling co.sis to seniors. Most will 
be achieved by ending overpaymenus to private insurers and paying doctors for doing good 
work instead of ju-st more work.' 

• The ACA improved Medicare's long-term financial outlook. Medicare's frust f und is fully 
funded Ibr the next 12 years, while the historical average projected lifespan of the fund is 1 1.3 
years.’ l-fforls to repeal the ACA weaken Medicare's linancial outlook. 

• In 201 1. seniors who reach the prescription drug coverage gap. or doughnut hole, will receive a 
51) percent discount when buying Medicare Part L) covered brand-name prescription drugs. 
Over the next 10 years, seniors will receive additional savings on brand-name and generic 
drugs until the coverage gap is closed for good in 2020.’ 

• I he law pnwidcs certain preventive services, such as annual wellness visits, tobacco ce.s,sation 
counseling, preventive screenings, and personalized prevention plans, at no cost for seniors on 
Medicare.’ 

• I'he ACA established a new Center for Medicare & Medicaid Innovation that will begin testing 
new ways to buy and deliver care that improve quality while lowering costs.’ 

• The law established the Community Core fransitions Program, which helps higlt-risk 
hospitalized Medicare bcncnciarics avoid unnecessary rcadmissions by coordinating care and 
connecting patients to community -ba.sed .services.'' 


'Cg*nier for Mvilicnrc anil Svnlcvs, “I'ltu AnordabU'Carc Act: Lowering Medicare Co*tA b> Improving Care". 2013 

’ Keponyoflhc Hoards of Truntccitorihc Federal Htwpiial inHiraitctf and Federal Supplemcniar) Mcdtcal Imumnec Tru«4 F'undt. I070- 
2011 . 

^ US Pcpanmcni oriltMlili and Human Sen ices, *'Tlie Ileallhcare Timcline'' 2012 

* US Deparinicnt of ileallli and Human Si-wiccH. '*lhe lleallhcare Timvline** 2012 

Depanment of Health and Human Senicev. ''Thcllcallhcarc Tlmdinc*' 3012 

* US Oepanmcni of I lealih and Human Services Ttie Heahhearc Ttmelinc" 2013 

1825 K Slfwl NW - 4 '^ Hoor- Wa^hiu^ion, DC 20006 * 2n2>454-h2«0 
flcallhCarcfor AmcricaNow.org 
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II U mislcailing lo say that Medicare is “bankrupl.” 

• After 2024. revenue still will be able to cover about 87% of Hospital Insurance costs.’ 
Physician and outpatient services and the prescription drus benefii are not - and cannot - be 
insolvent. There is a shortfall in I lospital Insurance funding, but it is disingenuous and 
deceptive to scare seniors by saying that Medicare is "bankrupt." 

Private insurance is hardly an apprttpriatc mudel for Medicare's future. Private insurance has 
proved itself far less effective in conlrollin); eosis. 

• Unlike private insurance. Medicare's per-capita costs arc growing at the same pace as CiDP.* 

• On average, per capita costs have risen 1% less in Medicare than in private insurance each year 
since 1 970. That means private insurance premiums have risen almost 60 percent faster than 
Medicare’s per capita costs.’ 

• The CBO projects that privatizing Medicare would lead health care costs to be 60 percent 
higher for a typical 65-year old by 2035."' 

• Private insurers concede they cannot control costs." The cost of health coverage has 
outstripped the growth of wages, eating into family income." Many employers are cutting 
benefits and raising co-pays or eliminating coverage altogether." This is why the Affordable 
Care Act is so imponant lo families. 

• Over the next decade, private insurance premiums arc projected to rise nearly 50 percent faster 
than the per capita cost of Medicare each year." 

Since Medicare is mure efficienl than private insurers, the only way a premium support system 
can save money for the government would he hy shifting costs to older and disabled Americans. 

• “Premium support" shifts costs to enrollees." 

• The voucher plan propo.sed in Budget Committee Chairman Paul Ryan's latest budget controls 
spending by cutting the value of the voucher."' 


* Buafdh ofTniUce^ of liovpilal ItiAuninccand t edcnil Supplcmenion Medical tiuunince IrusI ^unds. 2012 •\nmut Report. 

April 23.20 1 2. 
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Annual Medicare Per-Capita Spending, 1997-2009, 

Actual Spending vs. Hypothetical Spending at Private 
Health Insurance Growth Rates 



1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 

In order lo gel a handle on skyrocketing health care costs, we need to develop new health care deliveiy 
systems that coordinate care lor the people with the highest costs and create new payment methods that 
reward value, not volume. Medicare is essential to driving needed reforms because it gives 
policymakers the means to encourage providers to adopt best practices. No private health 
insurance company has the influence that Medicare has to change these practices. 

• Medicare has a history of driving innovations later adopted throughout the health care sector., 
for example. Medicare’s fee schedule, adopted in the 1980s to prevent providers from setting 
exorbitant rates, is the basis for prices throughout the sy.stcm.” 

• The AlTordahle Care Aet gave Medicare the mandate and the resources to develop pilot 
programs to test the ell'ectivencss ofdilTercnt system reforms, which create financial incentives 
for providers to improve care while controlling cosus. 

• lleveloping reliable measures of what works and what doesn't is key to long-term savings, but 
it's a long-term process that’s just beginning. '* Insurance companies arc prevented by 

l 'we RelillMrcIl. “I tow Medicafc Paw Ptivvlcumv." .New York Tliiies. DeeeniSer 2010. 
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competitive imperatives and short-term thinking from making long-term commitments to 
studying the health system or to sharing findings with rivals. 

Medicare covers a population that would have extreme dilTiculty shopping for coverage. 

• Surveys show that 29% of seniors have ’‘below basic’' health literacy, meaning they lack the 
•’capacity to obtain, process, and understand basic health Information and services needed to 
make appropriate health decisions 

• Nearly one-third of Medicare enrollees have some sort of a cognitive impairment.**^ 
Commercial insurers* bu.siness model is built on denying coverage to the most vulnerable. 

• Commercial insurers are likely to engage in a practice known as ‘risk-selection” or “cream 
skimming.” Insurers design benellts in ways that do not meet the needs of the .sickest 
individuals, steering the most vulnerable into public programs, a practice that becomes 
increasingly imalVordable because it covers a very risky population. This creates a two-tiered 
health care system: a low-cost one for the healthy, and an extreinelv expensive one for the 
5iek,-’'“ 

• Tlie government cun try to uddress adverse risk-selection by making enhanced "risk- 
adjustmenr payments designed to shield health plans I'roni the costs of covering the most 
vulnerable, but Medicare Advantage plans have proved adept at gaming this system.'' 

Our parents and grandparents built the Medicare system, and hundreds of millions of Americans were 
well-served by it over the last half century . Now it’s our job to .strengthen Medicare for future 
generations, not break it into pieces and turn it over to the insurance industry. Congress has the power 
to ensure that Medicare remains financially sound. Congress has a range of ways to trim Medicare’s 
costs, reduce waste and inefficiencies, and raise additional revenue lo save public funds without 
privatizing Medicare and shifting more costs to vulnerable Americans. 
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May 11 2012 

The Honorable Wally Merger 
Chairman 

U S. House Ways and Means Subcommittee on Health 
Washington, DC 20515 

Dear Chairman Merger: 

Mr Chairman, I am submitting this statement on behalf of the members of the Healthcare 
Leadership Council (HLC) The HLC is comprised of chief executives of the nation’s leading 
healthcare companies and organizations, representing virtually all sectors of American 
healthcare It has long been a priority of HLC members to protect the long-term sustainability of 
the Medicare program and to ensure that beneficiaries have access to affordable, high-quality, 
innovative healthcare 

There Is no question that the Medicare program, as it exists today, cannot be sustained for 
future generations. Each day. 7.500 baby boomers are joining the rolls of Medicare and. on 
average, each of these beneficiaries is receiving three dollars worth of healthcare services for 
every one dollar they paid in payroll taxes. In 1965. when Medicare was created, the ratio of 
active workers-to-beneficiaries was 19-to-one By 2030, there will be only two taxpaying 
workers supporting each beneficiary 

These statistics tell us that structural reform of the Medicare program is imperative. The current 
fee-for-service program in which the vast majority of beneficiaries are enrolled does not 
sufficiently Incentivize value, cost-effectiveness, or positive patient outcomes It is a program 
that pays for volume of healthcare services, but not necessarily for value-driven care. 

There are different options available to address Medicare's fiscal crisis. One is, of course, 
simply to reduce the amount of money the government pays for healthcare goods and services. 
When provider payments are reduced, however, beneficiaries pay the price. Already, many 
physicians place limitations on the number of Medicare patients they will treat because of the 
program’s comparably low reimbursement rates According to a 2010 American Medical 
Association survey, 31 percent of primary care physicians already restrict the number of 
Medicare patients they see Cutting payments for pharmaceutical products and medical devices 
will simply deprive seniors of access to lifesaving and life-improving healthcare innovations. 

This is the primary flaw in the Independent Payment Advisory Board (IPAB) concept, which 
some cite as an answer to Medicare's financial challenges. Washington cannot simply make 
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arbitrary cuts in Medicare expenditures without adversely affecting the access to care and 
quality of care provided to Medicare-dependent seniors and disabled citizens. 

Many tout the much-needed delivery system reforms that were part of the Patient Protection 
and Affordable Act ( PPACA). While we agree that these reforms are a step In the right 
direction, we do not believe that they are enough; nor will these changes offer the array of 
choice that would be available to beneficiaries through a Medicare exchange model, similar to 
the Federal Employees Health Benefits Plan (FEHBP). 

A more patient-centered approach to improving Medicare would involve using the power of 
consumer choice to drive value, quality, and positive outcomes. We support the concept of 
empowering Medicare beneficiaries with greater control over their own healthcare 
decisionmaking 

To be more specific. HLC has been on record supporting an approach that would give Medicare 
beneficiaries the option of remaining in conventional fee-for-service Medicare or moving into a 
competitive exchange In which multiple health plans would compete lor beneficiary loyalties by 
offering high-quality coverage options at affordable premium rates. In order for such a 
competitive exchange to be viable, plans and providers would have to emphasize both quality 
and cost-efficiency, as well as ensuring affordability, especially to attract individuals with lower 
incomes. 

This approach has worked successfully in FEHBP, under which members of Congress and 
federal workers choose from a wide range of competing health plans. The concept has also 
worked well in the implementation of the Medicare Part D prescription drug program In Part D. 
offering seniors a choice of plans has resulted in much lower-than-projected program costs, 
affordable monthly premiums, and extraordinarily high beneficiary satisfaction rates 

The consumer choice approach will also be utilized in the state-based health insurance 
exchanges that serve as a cornerstone of PPACA 

Leaving aside the ethical question of whether seniors should have the same power of consumei 
choice that so many others enjoy, it appears clear that the Medicare program would gam greater 
sustainability from this type of reform. In order to convince beneficiaries to shift from fee-for- 
service Medicare to a competitive exchange, plans would have to offer affordable premiums and 
an appealing scope of coverage Health providers would Innovate to provide high-quality care 
in an environment that emphasizes cost-efficiency. 

This is far preferable to an alternative In which arbitrary across-the-boaid cuts are made by 
government fiat, forcing healthcare providers to further restrict beneficiary access to care 

The fact Is. policymakers are going to have to choose one of these directions It is a fallacy to 
insist that we can maintain the Medicare program exactly as It exists today Even the most 
recent Medicare Trustees report that projects program insolvency in the year 2024 is painting an 
unrealistically rosy scenario As CMS chief actuary Richard Foster has pointed out, that 
projection is based on a scheduled 31 percent reduction in Medicare physician payment rates In 
2013 that almost certainly will not occur. This tells us that the need to reform the program is 
even more urgent than commonly assumed 

Chairman Herger. we applaud you and your colleagues for shining a spotlight on this vitally 
important issue It is imperative that Congress begin the process to reform, improve, and 
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strengthen the Medicare program We strongly urge Congress to develop reforms that are 
patient-centered, that provide care that is both accessible and high-quality, that gives patients 
access to lifesaving medical innovations, and that sets Medicare on a path toward long-term 
sustainability instead of the short-term relief offered by arbitrary budget cuts The Healthcare 
Leadership Council looks forward to working with you on this critical priority. 


Sincerely. 



Mary R Grealy 
President 
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United Stales House of Representatives 
Committee on Ways and Means, Subcommittee on Health 
Hearing on "Medicare Premium Support Proposals" 

Friday, Aprii 27, 2012 

Mr- Chaimian and Members of the Committee: 

I am Max Riehtman, President and Chief I'.xceutive Officer of the National Committee to 
Preserve Social Security and Medicare, and I appreciate the opportunity to submit this statement 
for the record. With millions of members and supporters across America, the National 
Committee is a grassroots advocacy and education organization devoted to preserv ing and 
promoting Social Security and Medicare. As you know, these programs are the foundation of 
financial .and health security for older Americans. Today . I will addrc.ss our concerns about the 
negative impact of Medicare premium support proposals on current and future beneficiaries and 
sugge.st alternative ways to improve Medicare's long-term financial solvency . 

Recently , the National Committee contacted all Members of Congress to advise them of our 
opposition to H. Con. Res. 1 12. the House Budget Resolution for Fiscal Year 2013. which 
privatizes Medicare over time and achieves savings for the federal government through a 
premium support system that would shill costs to Medicare beneficiaries and others. Beginning 
in 2023. when people become eligible for Medicare they would not enroll in the current program 
which provides guaranteed benefits. Rather, they would receive a voucher, also referred to as a 
premium support payment, to be used to purchase private health insurance or traditional 
Medicare through a Medicare Fxchange. 

The amount of the voucher would be determined each year when private health insurance plans 
and traditional Medicare participate in u competitive bidding process, fhe amount of the voucher 
would be equal to what the second-least-c.xpensive private plan or traditional Medicare agreed to 
accept to cover Medicare beneficiaries. Seniors choosing a more expensive plan would be 
required to pay the dilTerenec between the voucher and the plan's premium, which could limit 
lowcr-incomc bcncficitu’ies' access to certain plans. Those choosing a Icss-ctvstly plan would 
rcceiv e a rebate. Under Chairman Paul Ryan's budget resolution, the annual growth in Medicare 
spending is limited to gross domestic product (flDPI + (1.5 percent, a rate likely to he lower than 
the growth in health costs. If spending exceeded this amount bcncfici.irics would be subject to 
additional out-of-pocket costs. That is because the amount the federal government provides for 
their voucher would be limited. 

Chairman Ryan's budget resolution calls for private plans to prov ide benefits that arc at least 
actuarially equivalent to the benefit package provided by fee-for-serv ice Medicare, this gives 
private companies the ability to tailor their plans to attract the youngest and healthiest seniors, 
even if payments are "risk adjusted" to take health status into account, which would leave 
traditional Medicare with older and sicker beneficiaries. Their higher health costs could lead to 
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higlier premiums that people would be unable or unwilling to pay, resulting in a death spiral lor 
traditional Medicare. This would adversely impact people age 55 and older, despite Chairman 
Ryan's assertion that nothing will change for them, as well as people currently enrolled in 
traditional Medicare. 

The Ryan proposal establishes accounts for low-income Medicare bcnellciaries, likely those 
people eligible for Medicare and Medicaid, to use to pay premiums, co-payments and other oul- 
of-piKkel costs. However, it is unclear what the amount of assistance would be or If it would 
adequately cover out-of-pocket expenses. In addition, the plan applies current means-testing 
thresholds tor Medicare Part B and D piemiums for higlicr-incomc bcncriciaries so that they 
would continue to have higher costs in the privatized Medicare system. 

In addition to privatizing Medicare over time, the Ryan budget would increase the age of 
eligibility for Medicare from 65 to 67 by increasing it two months per year from 2023 to 2034. 
Tile Ryan budget also calls for repealing provisions in the Affordable Care Act (ACA), which 
will make insurance available and more affordable for 65 to 67 year olds. Without tlie guarantees 
in the ACA, such as requiring insurance companies to cover people with pre-existing medical 
conditions and to limit age rating, it would be very difficult and expensive for older people who 
would no longer be eligible for Medicare coverage to purchase private insurance. Repealing the 
ACA would also take away improvements already in place for Medicare beneliciaries - closing 
the Medicare Pan D prescription drug coverage gap. known as the "donut hole;" providing 
preventive screenings and services without out-of-pocket costs; and providing annual wellness 
exams. 

Action is needed to strengthen the long-term solvency of Medicare, but it is important to 
remember that Medicare's costs on a /wr capita basis are growing more slowly than private 
hcahh care costs. Costs will continue to increase because of general hcahh care inflation and the 
number of people becoming eligible for Medicare as the baby boomers reach age 65. Any 
dialogue about Medicare solvency must address way s to control overall health care inflation 
while improv ing the quality of care being provided. 

The National Committee to Preserve Social Security and Medicare supports measures to improve 
tile Medicare program and its tmancing without taking aw'ay guaranteed benefits or shifting 
additional costs to beneficiaries, the majority of whom already have high out-of-pocket health 
care costs and cannot afford to pay more, fhere are many ways to address the rising cost of 
Medicare and improt e the program without dismantling Medicare and making health care costs 
unaffordable for many older and disabled Americans. These include: 

• Implementing retbrms in the Affordable Care Act (ACA), beyond provider payment 

reductions, that are designed to improve quality and reduce unnecessary spending. These 
refonns include programs that bolster primary care, establish Accountable Care 
Organizations, provide for bundled payments, and reduce hospital rcadmissions. The 
ACA reforms should be given time to succeed before possibly destroying tlic current 
Medicare program, which works well for so many seniors. 
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■ [{Mending Medieaid rebates Tor drugs used by benericiaries who arc dually eligible tor 
Medicare and Medicaid. 

• Directing the Secretary of Health and Human Ser\'icos to negotiate prescription drug 
prices in Pan D, which could .save hundreds of billions of dollars. 

• Offering a drug benefit in traditional Medicare, which would lower costs for beneficiaries 
and ta.\payers, in pan due to Medicare's lower administrative costs. 

• Reducing payments to private Medicare Advantage plans to 100 peieent of what it costs 
traditional Medicare to provide care for the same beneliciaiy. 

Thank you again for this opponunity to submit our views on Medicare premium suppon 
proposals. As you know. Medicare is a lifeline for many seniors in our countiy . and we at the 
National Committee to Preserve Social Security and Medicare will continue to work with our 
members, as well as policymakers, to ensure that the program remains strong for all generations 
This means opposing premium suppon proposals that are structured to reduce federal spending 
by increasing costs for Medicare benellciaries. and supporting reforms, such as those included in 
the Affindahle Care Act. that will improve both Medicare’s financing and the care benellciaries 
receive. 




Max Richtman 
President and CEO 
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